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I In the United States Court of Appeals for the 
District of Columbia 

No. 8570 

Commissioner of Internal Revenue, petitioner 

v. 

Celanese Corporation of America, respondent 

I ON PETITION FOR REVIEW OF THE DECISION OF THE TAX COURT 

I OF THE UNITED STATES 

BRIEF FOR THE PETITIONER 

I .OPINION BELOW 

i The only previous opinion in this case is the memorandum 
i opinion of the Tax Court of the United States, which is not 

reported but is set forth in the Appendix, infra, pp. 23-60. 

l JURISDICTION 

i This appeal involves asserted deficiencies in income tax of 
$14,074.20 with penalty of $3,518.55 for the year 1937, and 
$7,253.08 with penalty of $1,831.27 for the year 1938, assessed 
against the taxpayer as a withholding agent. The appeal is 

i taken from a decision of no deficiency entered January 27,1943 
! (Appendix, infra). The case is brought to this Court by a peti¬ 

tion for review filed April 26, 1943, pursuant to the provisions 
i of Sections 1141 and 1142 of the Internal Revenue Code. 

! QUESTION PRESENTED 

Whether periodic payments made by the taxpayer corpora- 
! tion to the nonresident alien inventor in 1937 and 1938 consti- 
I tuted income in the nature of royalties paid for the privilege 

(i) 
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of using secret manufacturing processes, in which case the with¬ 
holding provisions of Section 143 of the Revenue Acts of 1936 

and 1938 are applicable. 

i STATUTES INVOLVED 

Revenue Act of 1936, c. 690,49 Stat. 1648: 

Sec. 119. Income from sources within united 
STATES. 

(a) Gross Income from Sources in United States.— 
The following items of gross income shall be treated as 
income from sources within the United States: 
***** 

(4) Rentals and royalties.—Rentals or royalties from 
property located in the United States or from any in¬ 
terest in such property, including rentals or royalties for 
the use of or for the privilege of using in the United 
States, patents, copyrights, secret processes and formu¬ 
las, good will, trade-marks, trade brands, franchises, and 
other like property; 
***** 

Sec. 143. Withholding of tax at source. 

***** 

(b) Nonresident Aliens.—All persons, in whatever 
capacity acting, including lessees or mortgagors of real 
or personal property, fiduciaries, employers, and all of¬ 
ficers and employees of the United States, having the 
control, receipt, custody, disposal, or payment of interest 
(except interest on deposits with persons carrying on the 
banking business paid to persons not engaged in business 

1 in the United States and not having an office or place of 
business therein), dividends, rent, salaries, wages, pre¬ 
miums, annuities, compensations, remunerations, emolu¬ 
ments, or other fixed or determinable annual or periodi¬ 
cal gains, profits, and income (but only to the extent that 
any of the above items constitutes gross income from 
sources within the United States), of any nonresident 
alien individual, or of any partnership not engaged in 
trade or business within the United States and not hav- 
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ing any office or place of business therein and composed 
in whole or in part of nonresident aliens, shall (except 
in the cases provided for in subsection (a) of this sec¬ 
tion and except as otherwise provided in regulations pre¬ 
scribed by the Commissioner under section 215) deduct 
and withhold from such annual or periodical gains, 
profits, and income a tax equal to 10 per centum 
thereof, # * *. 

(c) Return and Payment.—Every person required to 
deduct and withhold any tax under this section shall 
make return thereof on or before March 15 of each year 
and shall on or before June 15, in lieu of the time pre¬ 
scribed in section 56, pay the tax to the official of the 
United States Government authorized to receive it. 
Every such person is hereby made liable for such tax and 
is hereby indemnified against the claims and demands of 
any person for the amount of any payments made in ac¬ 
cordance with the provisions of this section. 
***** 

Sec. 211. Tax on nonresident alien individuals. 

(a) No United States Business or Office.—There shall 
be levied, collected, and paid for each taxable year, in 
lieu of the tax imposed by sections 11 and 12, upon the 
amount received, by every nonresident alien individual 
not engaged in trade or business within the United States 
and not having an office or place of business therein, 
from sources within the United States as interest (except 
interest on deposits with persons carrying on the bank¬ 
ing business), dividends, rents, salaries, vrages, premi¬ 
ums, annuities, compensations, remunerations, emolu¬ 
ments, or other fixed or determinable annual or periodi¬ 
cal gains, profits, and income, a tax of 10 per centum of 
such amount, * * *. 

Sec. 291. Failure to file return. 

In case of any failure to make and file return required 
by this title, within the time prescribed by law or pre¬ 
scribed by the Commissioner in pursuance of law, unless 
it is shown that such failure is due to reasonable cause 
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and not due to willful neglect, there shall be added to 
the tax: 5 per centum if the failure is for not more than 
thirty days with an additional 5 per centum for each 
additional thirty days or fraction thereof during which 
such failure continues, not exceeding 25 per centum in 
the aggregate. * # * 

(The corresponding.sections of the Revenue Act of 1938, c. 
289,52 Stat. 447, are substantially the same as the above.) 

STATEMENT 

There is no dispute as to the facts here. The basic facts were 
stipulated. The appeal involves the proper analysis to be made 
of a certain contract with respect to the applicability of the 
withholding statute. The basic 1918 contract and related ex¬ 
hibits are set forth in the Appendix, infra. 

Prior to 19IS, Camille and Henry Dreyfus, then citizens and 
residents of Switzerland, had invented certain manufacturing 
processes as to some of which patent rights had been granted in 
the United States. On November 30,191S, the Dreyfus broth¬ 
ers entered into a contract with the Celanese Corporation (then 
the American Cellulose & Chemical Manufacturing Company, 
Ltd.) under the terms of which the Celanese Corporation was 
to have certain rights to use this process in the United States 
and in certain other areas of the Western Hemisphere, in con¬ 
sideration of the issuance of certain shares of the corporation 
stock to the Dreyfus brothers and of the annual payment to 
them of six per cent of the corporation's net earnings. Camille 
Dreyfus later became an American citizen and payments to 
him are not involved. During the years 1937 and 1938, Henry 
Dreyfus was a nonresident alien residing in London and the 
corporation paid to him the sums of $140,742.04 and $72,530.79, 
pursuant to the contract. 

Significant features of . the basic 1918 contract (Exhibit A) 
are (1) the agreement by each party to give the other the 
benefit of any improvements, modifications or new inventions 
and the requirement that if the purchaser granted “sub¬ 
licenses/’ it should bind the sub-licensees to give the purchaser 
the benefit of improvements, modifications and new inven¬ 
tions; (2) the agreement of the vendors not “to make, use, 
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exercise or vend any articles under the said processes or any 
improvements within the Purchaser’s area,” (Clause 5) and 
not to grant any license to any other persons to do so; and 

i their agreement to take proceedings necessary to prevent any 
making use, exercise or vending of any such articles within 

i such area by any person; (3) the stipulation that in contracts 
i respecting other areas, the vendors would include a clause pro- 
i hibiting manufacture or sale in the purchaser’s area of any 

articles made under the process; (4) the fact that the purchaser 
had certain obligations to make use of the processes and its 
failure to meet these obligations gave the Dreyfus brothers the 

i right to work the patents and in the event of abandonment, the 
i right to require the purchaser to transfer the patents to the 

Dreyfus brothers or others designated by them; (5) the fact 
that in the event of bankruptcy, receivership or dissolution 
of the purchaser within ten years, the vendors should have the 
right to cancel the contract and all rights to the processes and 
patents should then vest in the vendors, without compensation; 
(6) the fact that the purchaser is authorized to grant “sub- 
licenses” to other parties, on the condition that if the agree- 

i ment is terminated in the manner just mentioned, all benefits 
therefrom shall thereafter accrue for the benefit of the vendors. 

! In 1920 Dreyfus executed an instrument (Exhibit F) pur- 
i porting to assign to the corporation its entire right, title and 

interest in the United States letters patent secured prior to 
that time, subject, however, to the terms of the 1918 agreement. 
As new patents were secured in Henry Dreyfus’ name, assign¬ 
ments of a similar character were executed by him. 

In 1922 the Celanese Corporation proposed to issue first 
mortgage bonds constituting a first lien on certain assets of 

i the corporation, including all letters patent of the United 
States. In order to accomplish this, the Dreyfus brothers, by a 
supplemental agreement (Exhibit B), agreed to waive as 
against the mortgage trustee any right to recover title to the 

1 letters patent. The agreement provided, however, that in the 
case of foreclosure the trustee should have no right to dispose 
of the patents until two years after the Dreyfus brothers had 
been notified that all other assets of the corporation had been 
applied to the payment of the mortgage and during that period 
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the Dreyfus brothers should have the right to purchase them 
from the trustees by discharging the amount due on the first 
mortgage. The same agreement confirmed the right of the 
Dreyfus brothers to have for use outside the purchaser s area 
all letters patent acquired by the Celanese Corporation with 
respect to the processes. In the 1922 supplemental agreement 
the parties expressly provided that the granting clause should 
stipulate that the letters patent were to be transferred to the 
mortgagee subject to the “royalty agreement license” or other 
lien thereon (Appendix, infra). 

i During the years 1937 and 1938, the Celanese Corporation 
paid to Henry Dreyfus the sums of $140,742.04 and $72,530.79, 
respectively. Both payments were pursuant to the contract re¬ 
lating to the use of the manufacturing processes. The Cel¬ 
anese Corporation treated all such payments as “compensa¬ 
tion of officers” and deducted them from its gross income as 
business expenses. The payments have never been capital¬ 
ized by the Celanese Corporation on its books as the cost of 
patents, rights or processes. 
i The Tax Court, in the memorandum opinion by Judge 
Sternhagen, held that the annual payments under the contract 
of November 30, 1918, were not royalties but annual install¬ 
ments on the purchase of the patents and processes and that 
the Celanese Corporation therefore was not required to with¬ 
hold the tax thereon or to file a withholding return. 

STATEMENT OF POINTS TO BE URGED 

The Tax Court of the United States erred: (1) In failing 
and refusing to sustain the determination of the Commissioner 
and in entering its decision of no deficiency in withholding taxes 
and in penalties for the years 1937 and 1938; (2) in holding 
and deciding that the payments made by the taxpayer to Henry 
Dreyfus in the years 1937 and 1938 “were not royalties but were 
contract payments of purchase price for patents and proc: 
esses * * * the installments of purchase price measured 
by its earnings and dividends;” (3) in holding and deciding that 
the taxpayer “was under no duty to file a withholding tax re¬ 
turn and its failure to file such a return can result in no penalty.” 
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SUMMARY OF ARGUMENT 

The periodic payments made to the alien inventor out of 
i net profits derived from the use of certain patent rights trans¬ 

ferred to the taxpayer constituted income from sources within 
the United States and the taxpayer is subject to the statutory 
withholding provisions and the penalty for failure to file the 
required returns. 

While we do not believe that the issue here turns necessarily 
i upon whether the transfer of the patents constituted an assign- 
i ment or a license, as those terms are used in the field of patent 

law, we are of the opinion that the transfer here was subject 
i to such vital restrictions and conditions as to fall within the 
i license category. However, irrespective of the conclusion 

reached on this point, we believe that the conclusion of the 
Tax Court that the transfer was an assignment and that there- 

i fore the payments were necessarily in the nature of purchase 
money obligations rather than royalties is a non sequitur. 

I Even if the transfer was technically a full assignment, the 
i payments are nevertheless subject to the broad provisions of 
i the withholding statute. In construing the basic 1918 agree- 
i ment here we should be concerned not so much with the nature 
1 of the rights acquired by the taxpayer as with the character 
i of the payments reserved by the alien inventor. We submit 

that the problem cannot be solved by asserting dogmatically 
(as does the taxpayer’s counsel) that the agreement here was 
a full assignment rather than a license of the patents. The 

i authorities relied upon by the taxpayer were concerned pri- 
i marily with the question of whether the assignment was broad 

enough to carry with it the right of the assignee to bring suit 
! for infringement, etc., in his own name. The courts there 

were not concerned with the type or nature of the payments 
made in return for the assignment. Even if the transfer here 

i could be said to have been an assignment, rather than a license, 
i the payments are still subject to taxation, we submit, under 

the broad provisions of the withholding statute as income in 
the nature of royalties earned in this country from the use of 
the patents and secret processes. 

540407—43-2 
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ARGUMENT 

The periodic payments made to the alien inventor out of net 
i profits derived from the use of certain patent rights trans¬ 

ferred to the taxpayer constituted income from sources 
within the United States and the taxpayer is subject to the 
statutory withholding provisions and the penalty for failure 
to file the required returns 

I A. The transfer was not such a full assignment as to constitute an outright 
sale of the patents and secret processes 

In denying the applicability of the withholding statute here, 
the Tax Court took the narrow view that since the 1918 con- 

i tract was not shown to be a mere license of the patents the 
decision must be in favor of the taxpayer. We do not believe 
the case should be so narrowly confined. Of course, if the 

! Commissioner could establish that the contract was but a 
license, as that term is ordinarily used in the field of patent 
law, the payments would necessarily fall within the category 
of royalties, which are specifically subjected to the withholding 
tax. The Tax Court failed to comprehend the full significance 

i of the broad terms of the withholding statute. We will first 
argue that the transfer here was subject to such vital restric¬ 
tions and conditions as to fall within the license category. 
However, we will show, under Division B of the brief, that 
irrespective of the conclusion reached on this technical phase 
of the case, the payments here made to the alien inventor con¬ 
stituted “fixed or determinable annual or periodical gains, 
profits, and income” from sources within the United States, as 
contemplated by Congress under the broad provisions of the 
withholding statute, Section 143 (b) of the Revenue Act of 
1936, supra. 

It seems important at the outset to note that while under 
the 1918 agreement (Exhibit A) the “Vendors” purported to 
“assign” or sell the processes or inventions themselves and 
not merely the patent rights in the United States and other 
parts of the Western Hemisphere, this was obviously not the 
case. In Garfield v. Western Electric Co., 298 Fed. 659 (S. D. 
N. Y.), it was held (p. 660): 
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Since an assignment as effectively divests the inventor 
of his rights as though the invention were a chattel, he 
is bound to leave the assignee free to deal with the 
invention as he wills. 

There are vital restrictions and limitations on the transfer 
which indicate that the contract in its entirety is a licensing 
agreement: 

(1) Clause 5 prohibits the “Venders’’ from granting “any 
license” to any other persons in the “Purchaser’s area” and 
gives the corporation exclusive rights in the United States and 
other parts of the Western Hemisphere. It also requires the 
“Vendors” to take any and all steps necessary to prevent in¬ 
fringement of this exclusive right in the area. 

(2) Under Clause S annual payments of three percent of 
the corporate profits are payable to each of the Dreyfus broth¬ 
ers (“Vendors”) “so long as the Purchaser continues in exist¬ 
ence.” (Of course, when the purchasing corporation ceases to 
exist, there will be an abandonment of the processes and of 
the covering patents. Clause 12 then provides for return of 
the patents to the Dreyfus brothers.) 

(3) Clause 12 requires the purchasing corporation to keep 
all patents covering the processes in force in the “Purchaser’s 
area,” to work the patents in order to keep them in force. 
Failure to do so will permit vendors to work the patents in 
that area. If the purchasing corporation abandons any pat¬ 
ent, the vendors are entitled to have it “transferred” to them 
to deal with as they choose. 

(4) Clause 13 of the contract provides that the vendors may 
“cancel this Agreement” and thereby terminate “the rights of 
the Purchaser to the said processes and inventions” if within 
ten years from the date of the agreement the purchasing cor¬ 
poration is dissolved or wound up or planed in bankruptcy or 
receivership. In such event, the vendors are entitled to the 
patents covering the processes in the “Purchaser's area” with¬ 
out payment. 

(5) Clause 14 impliedly prohibits the purchasing corpora¬ 
tion from selling the processes or patents thereunder, for it 
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grants the ‘'Purchaser” only the right to “sub-license” them 
under specified conditions. 

(6) There are reciprocal agreements that each party will 
give the other the benefit of any improvements, modifications 
and n'ew inventions relating to the processes. (Clauses 3, 7, 

! 12, 13.) Each may use such improvements, etc., in its own 
exclusive area. 

In view of these clauses, the Celanese Corporation does not 
possess the right to deal with the processes as it will, even 
within its exclusive area. The corporation is restricted as to 
the contracts it can make concerning the res; it must constantly 
keep in mind the interests of the purported grantor, and may 
lose the res upon occurrence of certain events. Lacking these 

i rights, it may be concluded that the corporation was not a pur¬ 
chaser but a licensee. Cf. Six Wheel Corp. v. Sterling Motor 
Truck Co., 50 F. 2d 56S, 571 (C. C. A. 9th). See also United 
States v. Gen. Elec. Co., 272 U. S. 476,489; Waterman v. Mac¬ 
kenzie, 138 U. S. 252, 255; Doherty Research Co. v. Vickers 
Petroleum Co., 80 F. 2d S09, 812 (C. C. A. 10th). The fact 
that the “Vendors” bind themselves not to license any other 
persons in Celanese’s exclusive area discloses also that the 

i agreement is only a licensing arrangement. 
It is to be noted that in the 1922 supplemental agreement 

(Exhibit B), in which the inventors agreed to an issue of mort¬ 
gage bonds by the taxpayer, the parties expressly provided that 
the granting clause should stipulate that the letters patent were 
to be transferred to the mortgagee subject to the “royalty 
agreement license” or other lien thereon. Particular weight 
should be given to the quoted phrase since it was added to the 
typed provisions of the agreement and individually initialed 
by the parties. It was anything but a copybook phrase. It 

i represented, we submit, the true attitude of the parties with 
respect to the rights under the basic 1918 contract, i. e., a license 
agreement providing for the payment of royalties. 

I A fair construction of the entire contract is that the Celanese 
Corporation could not dispose of the processes or the patents 
thereunder, except by' “sub-license” and even then only upon 
certain conditions; that it could not mortgage them without 
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the consent of the Dreyfus brothers (see Exhibit B, in which 
such consent was obtained); that it was entitled to the exclu¬ 
sive use of the processes in its area ordy so long as it continued 
in existence; that on liquidation within ten years or abandon¬ 
ment at any time, the processes and covering patents were 
recoverable by the Dreyfus brothers; and that it was bound to 
release to the Dreyfus brothers all improvements, modifica¬ 
tions, etc., made upon the processes either by it or its sub-li¬ 
censees. In view’ of these limitations, it cannot be said that 
substantially all the pow-ers, rights and privileges of the grant¬ 
ing inventor were transferred to the Celanese Corporation. 
Anything less than a transfer of all such interests is a license 
only. See Walerman v. Mackenzie, supra-; Sabatini v. Com¬ 

missioner, 98 F. 2d 753 (C. C. A. 2d); Western Electric Co. v. 
Pacent Reproducer Corp., 42 F. 2d 116,118 (C. C. A. 2d). 

That the agreement here was considered by the Celanese 
Corporation to be a license and not a sale is supported by one 
of the stipulated facts: 

The payments made by the petitioner [Celanese] pur¬ 
suant to the contract of November 30, 1918, Exhibit A, 
have never been capitalized by the petitioner on its 
books as the cost of patents, rights or processes. [Italics 
supplied.] 

Instead, the payments were deducted on the taxpayer’s returns 
as current business expense-. If the annual payments were 
installments on the purchase price, the purchasing corporation 
should have treated them as capital expenditures rather than 
business expenses.1 The fact that they were not so treated by 
the corporation may be used in support of die construction here 
urged upon the agreement, i. e., that the payments did not con- 

1 It is interesting to note in this connection the inconsistency apparent on 
the face of the memorandum opinion of the Tax Court (Appendix, infra). 

In the middle of the opinion the statement is made that the parties had con¬ 
sistently treated the contract as one of sale for 20 years; while in the latter 
part of the opinion the statement was made, as was expressly stipulated, that 
the taxpayer has throughout the 20 years treated the periodic payments as 
current expenses, taking annual deductions in its income tax returns, rather 
than capitalizing them as purchase payments of a capital asset. 
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stitute purchase price obligations of the processes or patent 
rights. 

While we respectfully submit that there is no sound basis 
to support the narrow view taken by the Tax Court in dispos¬ 
ing of the case, we place particular reliance upon the broader 
view of the problem presented in the ensuing division of the 
brief. 

B. Even if the transfer was technically a full assignment, the payments 
are nevertheless subject to the broad provisions of the withholding 
statute 

i In construing the basic 1918 agreement here we should be 
concerned not so much with the nature of the rights acquired 
by the taxpayer as with the character of the payments re¬ 
served by the alien inventor. We submit that the problem 
cannot be solved by asserting dogmatically (as does the tax¬ 
payer’s counsel) that the agreement here was a full assignment 
rather than a license of the patents. The authorities relied 
upon by the taxpayer were concerned primarily with the ques¬ 
tion of whether the assignment was broad enough to carry 
with it the right of the assignee to bring suit for infringement, 
etc., in his own name. The courts there were not concerned 
with the type or nature of the payments made in return for 
the assignment. Even if the transfer here could be said to 
have been an assignment, rather than a license (as asserted in 
!the above division of this brief), the payments are still sub¬ 
ject to taxation, we submit, under the broad provisions of the 
withholding statute as income in the nature of royalties earned 
in this country from the use of the patents and secret processes. 

We submit that the decision of the Tax Court here is predi¬ 
cated upon a basic fallacy or misconception of legal as well as 
business principles. The Tax Court was of the opinion that if 
the patents were assigned rather than licensed, the specified 
payments could in no event be royalties. Royalties, the Tax 
Court said, are payments to an owner by the licensee and not 
amounts paid by an owner to a prior owner from whom the 
patents had been acquired. This narrow and clearly erroneous 
view apparently led the Tax Court to make the decision here 
complained of. 
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We do not believe that extended argument is necessary to 
convince this Court that an inventor may assign or transfer a 
patent outright, in such a complete manner as to entitle the 
assignee to sue in his own name, and at the same time retain a 
share in the use of such patent through periodic payments 
commonly referred to as royalties. The books are filled with 
such instances. Many of the cases cited by the taxpayer for 
the purpose of showing that a full assignment was made dis¬ 
close the retention of royalty payments. Generally speaking 
a royalty is “A payment reserved by the grantor of a patent 
* * # payable proportionately to the use made of the right 
by the grantee/’ Black’s Law Dictionary (3d ed.) 1569. The 
nature of the payments, rather than the scope of the grant, 
provides the primary test. The term “royalty” is commonly 
used to designate the share of the proceeds derived from the 
use of the patent “paid to a person having some proprietary or 
creative interest therein, by another who has obtained from 
the payee an absolute or qualified ownership of such property.” 
Matter of Eisner, 210 App. Div. 575, 578; 206 N. Y. S. 765, 768. 

Patents are unique in the field of property law. They 
usually increase in value in proportion to the use to which they 
are put. Because of the inherent difficulty in determining 
present value, we do not usually find a fixed value sale of a 
patent but rather an assignment or license with perhaps some 
present payment but almost invariably with a retained interest 
or right to share in proportion to the use made of the patent, 
i. e., an interest or right in the nature of a royalty. Thus, it is 
not conclusive to say that the assignment was absolute rather 
than a mere license for such an observation deals with the 
scope of the rights received rather than the nature of the pay¬ 
ments to be made; and it is only with the latter phase that we 
are here concerned. 

The above observations are very well summarized in the 
following excerpt from Ellis, Patent Assignments and Licenses 
(2d ed., 1943) 63: 

However, the mode in which payment is made is not a 
controlling factor in deciding whether or not a transfer 
is an assignment or a license. Thus an assignment may 
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be granted in consideration for royalty payments and 
likewise a license may be given for a fixed definite sum. 
The basic legal distinction between assignments and 
licenses has relation to the right or lack of right of the 
transferee to sue infringers in his own name without 
joining his transferor as party complainant. 

I Thus, we submit, the use of broad terms in the granting 
clause and the failure to call the payments “royalties” is not 
conclusive. The inventor here still had a creative and proprie¬ 
tary interest in the successful exploitation of the secret processes 
and by means of the conditions and restrictions in the agree¬ 
ment he protected himself against nonuse and infringement, 
just as the holder of a royalty interest in an oil field protects 
himself by providing for the maintenance of drilling operations 
and for offset wells in the event of encroachment by neighbor¬ 
ing wells. That the provisions of the contract here were similar 
td those usually found in a royalty contract is made clear by 
the following discussion in Zabel, The Patent Royalty Contract 
(1933) 46-47: 

The compensation for the invention quite generally 
takes the form of a royalty (with possibly an initial 

i cash payment), rather than an allowance of a percent- 
! age in the profit. This is true because of accounting dif¬ 

ficulties generally met if the compensation were based 
on a percentage of the net profits. 

Many factors must be taken into account in order 
that the royalty rate may be arrived at. 

The extent of the monopoly afforded by the patent is 
naturally of prime importance. 

The question of litigation is an important one, and as 
the partial or total burden of carrying it may be shifted 
from one party to the other, so should the burdened party 
derive a greater share of return from the estimated profits 
proportionate to the burdens assumed. 
***** 

Similar allowances in the apportionment of the ex¬ 
pected profits must be made with regard to other ques¬ 
tions involved in the contract, such as minimum royalty 
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guarantee, initial cash payment, the possibly drastic 
nature of the cancellation clauses, the hazard of loss of 
the invested capital, the extent to which development 
and experimentation are necessary in order to perfect 
the invention in its commercial form, the sales campaign 
needed to create a market, the ability of the licensee 
to carry out his undertakings, and so forth. 

* * * Whenever no adequate minimum royalty is 
provided for, then suitable provisions should be inserted 
to guard against inaction on the part of the licensee. 

A summary analysis of the 1918 contract (Exhibit A) seems 
pertinent at this point. In the “Whereas” clause the statement 
was made that the “Vendors” had discovered “certain secret and 
manufacturing processes” and that the processes were then 
being used in an English factory. It was then stated that some 
of the processes were protected in the United States by letters 
patent. For a stated consideration the taxpayer was granted 
the right to use the processes in the “Purchaser’s area” (Clause 
2 of Exhibit A). 

That the “Vendors” were still asserting a creative and pro¬ 
priety interest in the secret processes is made clear in Clause 
3, which required an exchange of information concerning im¬ 
provements in the basic processes, discovered by the “Pur¬ 
chaser” or its “sublicensees”; in Cause 4, which obligated the 
“Vendors” to give such advice and information as might be 
necessary to manufacture to the best advantage; and in Clause 
5, which obligated the “Vendors” to cooperate to prevent in¬ 
fringement in the “Purchaser’s area.” We find concrete evi¬ 
dence of this continuing interest in the processes in the agree¬ 
ment of the “Purchaser” (Clause 8) to pay the “Vendors” 
six percent of its net profits so long as it continued in existence. 
In Clause 10 the taxpayer guaranteed continued active use of 
the processes so as not to prejudice “the interests of the Ven¬ 
dors in the profits.” In Clause 9 it had been provided that the 
right to “such profits shall be apportionable and be deemed 
to accrue from day to day.” We submit that when the various 
provisions of the agreement are pieced together they indicate, 
not an outright sale, but a continuing proprietary interest in 

549407— 43-3 



16 

the processes with remuneration in the form of variable pe¬ 
riodic payments commonly referred to as royalties. This con¬ 
clusion finds further support in the specific provision of Clause 
12 that the “Vendors” were authorized to “work” the processes 
in the “Purchaser’s area” in the event of nonuse and to take 
over any abandoned patents and deal with them as they saw 
fit. This recognized right in the “Purchaser” to abandon any 
or all of the patents under Clause 12 might well be the means 
of vitiating the entire contract. The usually binding element 
of a purchase money obligation is therefore lacking. The obli¬ 
gation on the part of the taxpayer to make the periodic pay¬ 
ments is conditioned upon and directly related to the actual 
use of the patents and the secret processes transferred to it. 
Such an undertaking, we submit, fits squarely within the usual 
concept of a royalty. 

Further light is thrown upon the picture when in the 1922 
supplemental agreement (Exhibit B), in which the inventors 
agreed to an issue of mortgage bonds by the taxpayer, the 
parties expressly provided that the granting clause should stip¬ 
ulate that the letters patent were transferred to the mort¬ 
gagee subject to the “royalty agreement license” or other lien 
thereon. As already indicated, special emphasis should be at¬ 
tached to the use of this quoted phrase since it was added to the 
typed provisions of the agreement and individually initialed 
by the parties. As thus employed, it was more than a trite 
copybook phrase. It represented, we submit, the true attitude 
of the parties with respect to the nature of the payments before 
there was any recognition of the need to rely upon the purchase 
money theory now advanced in an effort to defeat the with¬ 
holding tax. 

! The language of the withholding statute is broad and we 
submit that Congress intended to cover payments such as 
were here made to the alien inventor which were obviously 
paid as income out of income earned in this country and which 
otherwise escape local taxation entirely. Section 143 (b) of 
the Revenue Act of 1936, supra, the withholding statute, is 
about as broad as language can make it. It provides that all 
persons “in whatever capacity acting” having the control or 
payment of any fixed or determinable annual or periodic gains, 
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profits and income of any nonresident alien, shall withhold a 
tax equal to 10 per cent thereof. The only pertinent proviso 
is that the item in question must constitute “gross income from 
sources within the United States.” Section 211 (a), supra, 

which directly imposed the tax on the alien, used the same 
broad language. 

Section 119 (a) (4), supra, specifies inter alia that the follow¬ 
ing shall be treated as income from sources within the United 
States: 

Rentals or royalties from property located in the 
United States or from any interest in such property, 
including rentals or royalties for the use of or for the 
privilege of using in the United States, patents, copy¬ 
rights, secret processes and formulas, good will, trade¬ 
marks, trade brands, franchises, and other like property. 

We submit that when Congress used the broad language 
“including rentals or royalties for the use of or for the privilege 
of using in the United States, patents,” secret processes, etc., 
it was not using the terms “rentals” or “royalties” in the tech¬ 
nical sense, but in the broad sense of including all payments, 
however classified by the parties, which in fact represent com¬ 
pensation for the use of patents and secret processes in this 
country. 

However, it should be noted that the items of income spe¬ 
cifically included under Section 119 (a), supra, are not the only 
items of income contemplated under the broad concept of “gross 
income.” That Congress did not intend to limit the broad scope 
of “gross income” as generally defined in Section 22 (a) is made 
clear by the general provision in Section 119 (e) that “items 
of gross income * * *, other than those specified in sub¬ 
section (a) and (c) of this section, shall be allocated or appor¬ 
tioned to sources within or without the United States.” In 
construing Section 119 to include items not specifically de¬ 
scribed, the court in Helvering v. Suffolk Co., 104 F. 2d 505 
(C. C. A. 4th), made these pertinent observations (p. 507): 

# * * in our view the comprehensive language in 
the earlier part of the section manifests an intention to 
include in taxable income all income derived from 
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sources within the United States. * * # It is un¬ 
likely that Congress intended not to tax income from a 
transaction of this sort. The general definition of gross 
income included within section 22 of the Act is very 
broad, as we have pointed out, and should be borne in 
mind in interpreting the modification thereof in section 
119, Supplement B and section 231 (a) in Supplement I, 
which govern the taxation of the income of foreign 
corporations. 

Thus, we submit, the payments which were here made to the 
alien under the profit-sharing agreement, out of the net profit 
earned by the taxpayer corporation in this country, constituted 
“fixed or determinable annual or periodical gains, profits, and 
income” from sources within the United States, under Section 
143 (b), supra, and must be subjected to the withholding 
whether the parties called them “royalties” or not. 

The fact that the contract here referred to the taxpayer as 
“purchaser” rather than as licensee of the patents is of course 
not controlling. In United States v. Phellis, 257 U. S. 156, the 
Supreme Court stressed the importance of regarding matters of 
substance and disregarding forms in applying the provisions 
of the income tax laws. While that case involved dividends 
rather than royalties, the following language is equally per¬ 
tinent here (p. 169): 

Disregarding the slight looseness of construction, we 
interpret “gains, profits, and income derived from 

* * * dividends,” etc., as meaning not that every¬ 
thing in the form of a dividend must be treated as in¬ 
come, but that income derived in the way of dividends 
shall be taxed. 

So, in the case at bar, we submit that the conclusion is in¬ 
escapable that, in view of the broad language used, Congress 
intended to tax not only payments designated as royalties but 
also payments “derived in the way” of royalties, i. e., royalties 
in substance if not in name. 

Sabatini v. Commissioner, 98 F. 2d 753 (C. C. A. 2d), is, we 
believe, the only case directly dealing with the intended scope 
of the withholding statute. While that case may be said to 
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be distinguishable if we confine our inquiry to the technical 
i issue of whether an assignment or a license was made, the ap¬ 

proach of the court lends support to the Government's argu¬ 
ment here. In no part of the opinion does the court discuss 
the narrow question of whether the transfer of the copyrights 

! there involved constituted an assignment or a license. The 
court looked to the broad purpose of the statute and properly 
concluded that the income was received by the alien in pay¬ 
ment for the use in the United States of certain “rights” which 
the alien granted to the domestic company. Apparently the 
court was not concerned with the technical classification of the 
“rights” passing to the domestic company, but only with the 
nature of the payments made to the alien. The court said 
(p. 755): 

The payments were received in consideration of his 
granting the publisher the exclusive right to publish 
here. To be sure, that may not have been of great value 

i but the parties did value it and the author received the 
i payments as agreed. We are not now concerned with 
i the quality of the consideration he gave but only with 
I the taxability of that which he received. 

In the recent case of Commissioner v. Affiliated Enterprises, 
1 123 F. 2d 665 (C. C. A. 10th), certiorari denied, 315 U. S. 812, 

the court was faced with the problem of whether certain pay¬ 
ments could be classed as “royalties” within the meaning of the 
personal holding company statute. The facts are too dissimi¬ 
lar for the decision to be of any particular aid here, but the 
approach of the court to the problem, as illustrated by the 
following excerpt, supports the view here advanced by the 
Government (p. 668): 

We are not so much concerned with the niceties of 
distinction in a razor-edged definition of the word 
“royalty” as with the reasonable import and construc¬ 
tion of a taxing statute. Taxation is eminently prac¬ 
tical. Tyler v. United States, 281 U. S. 497, 503, 

i * * * ]^or are we so mucij concerned with a play 

upon words as we are with a reasonable construction of 
i the Act that will effectuate a legitimate exercise of the 
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essential governmental function of taxation. We must 
look through the form to the substance. 

In Nelsori v. Ferguson, 56 F. 2d 121 (C. C. A. 3d), it was 
necessarily assumed that similar payments to the inventor con¬ 
stituted income. In that case Nelson made a full assignment 
of a patent to his employer company in return for a contractual 
right to receive periodic payments of one-third of the net 
profits. In that case the inventor “sold, assigned and trans- 
ferred” his patent to the company. Nevertheless, the pay¬ 
ments received were conceded to be taxable income, the only 
effort to avoid taxation being based upon the fact that the 
inventor transferred the contractual right to his wife. 

In Raynolds v. Hanna, 55 Fed. 7S3 (N. D. Ohio), the ques¬ 
tion was whether certain payments were income or principal, 
which depended primarily upon whether the contract was a 
sale or a mere lease or assignment of the right to mine coal. 
While the court held the contract to be a lease only, it con¬ 
cluded that (p. 800) “aside from all this, the money received 
under the contract, whether called ‘royalty’ or ‘rent/ is 
clearly ‘income or increase’ of the estate collected by the execu¬ 
tors.” This, we submit, is the broad view which should be 
taken with respect to the instant case where the payments are 
clearly being made to the alien qua income out of income earned 
within this country. 

In Rude v. Westcott, 130 U. S. 152, 163, where there was a 
full assignment of the patent with a provision for payment to 
the grantor of one-fourth of the profits, the court spoke of the 
grantees, not as purchasers liable for specified purchase money 
payments, but as “only trustees for him of one-fourth of the 
profits which may be received by them.” If then the tax¬ 
payer here was accounting to the alien inventor for a share in 
the profits as such, we have for tax purposes a royalty arrange¬ 
ment in effect if not in name. 

The distinction here urged is well illustrated by the case of 
Green v. Le Clair, 24 F. 2d 74 (C. C. A. 7th), involving a full 
assignment of patents with continuing royalties, plus an option 
to buy outright. The court said (p. 77): 
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In the agreement between Le Clair and Sauerman, 
neither the option to purchase the patent outright nor 
the provision that Sauerman may under certain condi¬ 
tions terminate the contract, qualifies the interest as¬ 
signed. As to the latter, it was to be operative only when 
the right was exercised, and might well be used in a con¬ 
tract of license, an assignment of a patent, or a transfer 
of any other property. Exercise of the option to pur¬ 
chase outright for a lump sum w’ould free Sauerman from 
his obligation under the agreement—recognition of the 
rights Le Clair had in the five states named in the agree¬ 
ment; the payment of royalty; the liability to forfei¬ 
ture—but it could not add to the monopoly conferred 
upon Sauerman by clause 2. 

Thus, in the case at bar, it is not decisive of the question 
before the court to say that the 1918 contract transferred suf¬ 
ficient rights in the patents to the taxpayer to enable it to sue 
infringers in its own name as assignee. The vital question here 
concerns the nature of the annual payments made to the in¬ 
ventor. In the above case, and in Rotorite Corp. v. Commis¬ 
sioner, 117 F. 2d 245 (C. C. A. 7th), which will doubtless be 
cited by the taxpayer, the agreement not only embodied an¬ 
nual payments in the nature of royalties but also gave the 
assignee an option to terminate those continuing periodic pay¬ 
ments upon specified terms. Upon the exercise of such option 
a transaction of capital nature would doubtless appear in the 
picture, but so long as the annual payments were made depend¬ 
ent upon the use of the patents, the inventor enjoys returns 
in the nature of royalties as broadly considered for tax purposes. 
This, we submit, is inherent in the above cases, particularly the 
Rotorite case. In that case the court recognized that the pay¬ 
ments made in return for the use of the patents in all years 
prior to the year in which the option to buy outright was exer¬ 
cised constituted income in the nature of royalties and were not 
to be treated as items of capital nature. 

If in the case at bar, Dr. Dreyfus had agreed that the tax¬ 
payer could relieve itself of the continuing periodic payments 
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and could enjoy the patents free of all restrictions and condi¬ 
tions by the payment of a specified lump sum, thenv£&ch sum 
would likely fall outside the category of income as here contem¬ 
plated. But the payments here received, computed on the 
basis of the successful use of the patents and processes, in which 
the inventor retained a very definite interest, should be treated 
as income in the nature of royalties. 

C. The penalty for failure to file returns here is mandatory 

Section 291, supra, requires that a specified penalty be im¬ 
posed and collected in the same manner as the tax in the event 
of the failure to file the return required by Section 143 (c), 
supra. The penalty may be lifted only if the failure to file the 
specified return was due to reasonable cause. No return was 
ever filed here. The taxpayer made no showing of reasonable 
cause at the trial. Accordingly, the penalty should be im¬ 
posed. Sabatini v. Commissioner, supra; West Side Tennis 
Club v. Commissioner, 111 F. 2d 6 (C. C. A. 2d), certiorari de¬ 
nied, 313 U. S. 674. 

CONCLUSION 

The decision of the Tax Court is erroneous and should be 
reversed. 

Respectfully submitted. 
Samuel 0. Clark, Jr., 

Assistant Attorney General. 
Sewall Key, 
Samuel H. Levy, 
Joseph M. Jones, 

Special Assistants to the Attorney General. 

August 1943. 
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APPENDIX 

Docket Entries 

11—Petition received and filed. Taxpayer notified. 
Fee paid. 

11— Copy of petition served on General Counsel. 
10—Answer filed by General Counsel. 
10—Request for hearing in New York City, filed by 

General Counsel. 
12— Notice issued placing proceeding on N. Y. City 

calendar. Service of answer and request 
made. 

18—Hearing set September 7, 1942 (New York, N. 
Y.). 

29—Motion for a continuance to October calendar in 
N. Y. City, filed by taxpayer. 9-2-42 granted 
to October 12,1942 in N. Y. City. 

3—Hearing set October 12,1942 in N. Y. City. 
8—Notice of. change of hearing to October 13, 1942 

in N. Y. City. 
20—Hearing had before Mr. Sternhagen, on the merits. 

Submitted. Stipulation of facts filed. Briefs 
due as per rules. 

29—Transcript of hearing 10-20-42 filed. 
3— Brief filed by taxpayer. 
4— Motion for extension to Dec. 31,1942, to file brief 

filed by General Counsel. 12 4 42 denied. 

1—Motion for leave to file the attached brief, brief 
lodged, filed by General Counsel. 1-2-43 
granted, and served 1 4 43. 

4—Copy of brief served on General Counsel. 
18—Reply brief filed by taxpayer. 1-18-43 copy 

served on General Counsel. Signed copy re¬ 
ceived 1-21-43. 

27—Memorandum opinion rendered, Sternhagen, 
Judge, Div. 10. Decision will be entered for 
the petitioner. 1-27-43 copy served. 

27—Decision entered, Sternhagen, Judge, Div. 10. 
(23) 
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24 

Apr. 26—Petition for review by U. S. Court of Appeals for 
the District of Columbia with assignments of 
error filed by General Counsel. Proof of serv¬ 
ice filed. 

Apr. 26—Notice of filing petition for review sent to Fred R. 
Angevine filed. 

Apr. 28—Proof of service of filing petition for review (Fred 
R. Angevine), filed. 

Apr. 29—Proof of service of filing petition for review (Cel- 
anese Corporation of America), filed by Gen¬ 
eral Counsel. 

May 20—Motion for extension of time to 7-24-43 to trans¬ 
mit record filed by General Counsel. 

May 20—Order enlarging time to July 24, 1943 to prepare 
and deliver the record entered. 

July 6—Designation of contents of record filed by General 
Counsel with statement of service by mail 
thereon. 

July 9—Designation of additional portions of record filed 
by taxpayer. 

July 12—Proof of service of filing designation of record 
filed by General Counsel. 

United States Board of Tax Appeals 

Docket No. 108617 

Celanese Corporation of America, petitioner 

v. 

Commissioner of Internal Revenue, respondent 

Petition 

The above-named petitioner hereby petitions for a redeter¬ 
mination of the deficiency set forth by the Commissioner of 
Internal Revenue in his notice of deficiency (Bureau symbols 
UNY:CONF:EJK) dated June 13, 1941, and as a basis of its 
proceeding alleges as follows: 

! 1. The petitioner is a corporation with its principal office at 
180 Madison Avenue, New York, New York. No withholding 
tax returns were filed by the petitioner for the period here in¬ 
volved with respect to the payments in controversy. 
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2. The notice of deficiency (a copy of which is attached and 
marked Exhibit A) was mailed to the petitioner on June 13, 
1941. 

3. The taxes in controversy are withholding taxes in the 
amount of $14,074.20 and 25% penalty of $3,518.55 for the cal¬ 
endar year 1937, and in the amount of $7,253.08 and 25% pen¬ 
alty of $1,813.27 for the calendar year 1938, all of which in the 
aggregate amount of $26,659.10 is in dispute. 

4. The determination of tax set forth in the said notice of 
deficiency is based upon the following errors: 

(a) The error contained in the Statement accompanying 
said notice wherein it is held that certain sums paid by the 
petitioner in 1937 and 1938 to Henri Dreyfus, a nonresident 
alien, constituted income to said Henri Dreyfus from sources 
within the United States, with respect to which the petitioner 
is liable as withholding agent for the amounts of tax stated 
above. 

(b) The error contained in the Statement accompanying 
said notice wherein it is held that the petitioner was required 
by law to file withholding tax returns with respect to sums paid 
by the petitioner in 1937 and 1938 to Henri Dreyfus, a non¬ 
resident alien, and that failure to file such returns within the 
time prescribed by law warranted the addition of 25% penalties 
as stated above. 

5. The facts upon which the petitioner relies as the basis 
of this proceeding are as follows: 

(a) During the period in question, the petitioner paid to 
Henri Dreyfus, a nonresident alien residing in London, Eng¬ 
land, sums amounting to $140,742.04 in 1937 and $72,530.79 in 
1938. 

(b) These sums were payable and paid by the petitioner to 
Henri Dreyfus under the terms of a certain agreement dated 
November 30. 1918 between Henri Dreyfus and another indi¬ 
vidual (referred to in said agreement as the “Vendors”) and 
the petitioner’s predecessor, The American Cellulose & Chem¬ 
ical Manufacturing Company, Limited (referred to in said 
agreement as the “Purchaser”) whereby the Vendors sold cer¬ 
tain patents and secret processes and agreed to perform certain 

540407—43-1 



26 

services, and in consideration therefor the Purchaser agreed 
to pay annually to each of the Vendors, over a period of time 
which includes the years in question, sums equal to 3% of its 
net profits set aside for dividend, bonus or other distribution. 

(c) The Agreement of November 30, 1918 was entered into 
and executed outside the United States, all assignments and 
transfers of patents and secret processes pursuant to said agree¬ 
ment were made outside the United States, and all services of 
said Henri Dreyfus pursuant to said agreement or otherwise, 
including all services rendered on behalf of the petitioner in 
the years 1937 and 1938, were rendered and performed out¬ 
side the United States. 

(d) Full legal title and all incidents of ownership to all the 
patents and secret processes with which the Agreement of 
November 30, 1918 was concerned passed immediately to and 
were acquired by the petitioner or its predecessor, hence the 
payments made under said agreement, including the payments 
made as aforesaid by the petitioner to Henri Dreyfus in the 
years 1937 and 1938, were not in any sense nor to any extent 
royalties for the use of or for the privilege of using in the United 
States patents or other property belonging to Henri Dreyfus 
or to any other person. 

i (e) The payments made by the petitioner to Henri Dreyfus 
in 1937 and 1938 were either payments on account of the pur¬ 
chase price of personal property sold and acquired outside the 
United States, or payments for personal services performed 
outside the United States, or both, and did not in either event 
nor to any extent constitute income to Henri Dreyfus from 
sources within the United States taxable to him under Section 
119 of the Revenue Acts of 1936 and 1938 or otherwise. 

(f) Since the payments in question were not income to Henri 
Dreyfus in 1937 or 1938 from sources within the United States, 
the petitioner was not required by Section 143 of the Revenue 
Acts of 1936 and 1938, or otherwise, to deduct and withhold 
any taxes from said payments to Henri Dreyfus, nor to pay 
any taxes to the United States Government on account of said 
payments to Henri Dreyfus, and the respondent’s determina¬ 
tion of petitioner’s liability as a withholding agent for the 
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years and in the amounts stated above was improper and er¬ 
roneous in its entirety. 

(g) The petitioner believed in good faith that it was not 
required by law, and in fact was not required by law. to with¬ 
hold or pay any such taxes with respect to the payments made 
by the petitioner to Henri Dreyfus in 1937 and 1938, and the 
respondent’s proposed imposition of 25% penalties under Sec¬ 
tion 291 of the Revenue Acts of 1936 and 1938 was in any 
event entirely improper and erroneous. 

Wherefore, the petitioner prays that this Board may hear the 
proceeding and determine that the petitioner is not liable as 
a withholding agent for any taxes or penalties for the calendar 
years 1937 and 193S, and that the determination of the re¬ 
spondent be reversed. 

(Signed) Fred R. Angevine, 

Attorney for the Petitioner, 
20 Exchange Place, New York, New York. 

United States Board of Tax Appeals 

Docket No. 10S617 

Celanese Corporation of America, petitioner 

v. 

Commissioner of Internal Revenue, respondent 

Answer 

Comes now the Commissioner of Internal Revenue, by his 
attorney, J. P. Wenchel, Chief Counsel, Bureau of Internal 
Revenue, and for answer to the petition filed herein, admits 
and denies as follows: 

1. Admits the allegations contained in paragraph 1 of the 
petition. 

2. Admits the allegations contained in paragraph 2 of the 
petition. 

3. Admits the allegations contained in paragraph 3 of the 
petition. 

4. (a) and (b) Denies that the respondent committed error 
as alleged in subparagraphs (a) and (b) of paragraph 4 of the 
petition. 

t 
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5. (a) Admits the allegations contained in subparagraph (a) 
of paragraph 5 of the petition. 

id. (b) to (g), inclusive. Denies the allegations contained 
in subparagraphs (b) to (g), inclusive, of paragraph 5 of the 
petition. 

6. Denies generally and specifically each and every allega¬ 
tion contained in the petition not hereinbefore specifically ad¬ 
mitted, qualified or denied. 

Wherefore, it is prayed that the appeal be denied. 
(Signed) J. P. Wenchel. 

R. P. H. 
J. P. Wenchel, 

Chief Counsel, 
Bureau of Internal Revenue. 

Of Counsel: 
E. C. Algirz, 

Division Counsel. 
Walt Mandry, 

Special Attorney, 
Bureau of Internal Revenue. 

WM/q 11-541. 

Summary of Official Report of Proceedings Before the 

i U. S. Board of Tax Appeals 

(Same Title) 

Hearing at 5050 Grand Central Terminal Building, New 
York, N. Y. 

Date, October 20th, 1942. 
Before Hon. J. M. Sternhagen. 
Appearances: Fred R. Angevine for the Petitioner. Walter 

Mandry (Hon. J. P. Wenchel, Chief Counsel) for the Respond¬ 
ent. 

Opening statement by Mr. Angevine: 
Just after the Armistice in the last war, Camille Dreyfus, the 

president of the Petitioner, and an American citizen, and Henry 
Dreyfus had invested and owned certain patents in the process 
of cellulose acetates, which is the basic patent of this celanese 
fabric which the company is now making. 
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They entered into a contract dated November 30, 1918, 
whereby they sold to the Petitioner, then under a different 
name, the then existent patents and processes, in consideration 
of 150,000 shares of common stock, and in further consideration 
of 3 percent of the profits of the company, which would be set 
aside annually for dividend payments. 

Those, if it please the Board, are the payments in question. 
The company has at the present two issues of preferred stock 

and one of common. Out of the dividends set aside every year, 
Henry Dreyfus gets 3 percent of that amount, which is sent to 
him in England. He is the president of the British Celanese 
Limited. The patents and processes, a list of which have been 
put in evidence, were mailed in London by Henry Dreyfus to 
this company in this country. The contract also provides 
that- 

The Member. What company was that? 
Mr. Angevine. It is the Celanese Corporation of America, 

but then it was the American Cellulose and Chemical Manu¬ 
facturing Company, the same company. 

There is one provision in the contract, and I am not going to 
read, but this is short: “The vendor”—Henry and Camille 
Dreyfus w’ere named vendors in this contract—“shall, if and 
when required by the purchaser”—that is the petitioner— 
“give to it or to its service such assistance, advice, explanation 
and information as may be required or is necessary to enable 
the purchaser to manufacture the said articles to the best 
advantage.” 

That is part of it. That contract is very long. 
There are introduced as a part of this stipulation a list of 

the patents and processes which were delivered at the time of 
the contract, and about 2,000 which have been delivered since, 
and we have put in here one typical assignment made in Lon¬ 
don, and we have examined all the rest, and that one is typical 
of all of them. 

Now, it is the position of the Petitioner, as stated, that this 
income, this money which is sent to Henry Dreyfus every year, 
does not constitute income from sources within the United 
States and on which the company is not required to pay a 

withholding tax. 
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The Member. What is it? 

Mr. Angevine. Well, it is either for the sale of assets abroad, 
or for services performed abroad, or both. 

The Member. What does the Commissioner say it is? 
Mr. Mandry. He said it was income from sources within the 

United States, which could be any one of five under Section 119. 
Opening statement by Mr. Mandry: 
Mr. Mandry. If your Honor, please, as Mr. Angevine has 

stated, it is a question of the interpretation of these contracts. 
There is one basic contract. 

The Member. W’hat is the tax year involved? 

Mr. Mandry. 1937 and 1938. It includes not only with¬ 
holding tax, but a penalty tax for failure to file withholding 
tax returns for those years. 

The basic contract is that of November 30, 1918, whereby 
certain processes, inventions and patents were transferred to 
the Petitioner. That basic contract also referred to certain 
matters which Mr. Angevine has referred to in paragraph 4, 
with respect to services, and also provided that the two indi¬ 
viduals, Camille and Henry Dreyfus, would enter into a man¬ 
agement contract to manage the Petitioner for a period of 15 
years, and such a contract was entered into, that contract which 
is attached to the stipulation. 

It is the contention of the Respondent that all of these con¬ 
tracts must be read together in order to interpret the nature 
of this transfer, and hence the nature of the annual payments. 
It is the Respondent’s position that these payments are in the 
nature of royalties, that the contract did not constitute a sale 
of patents, inventions, and processes to the petitioner, but there 
were such rights retained by the so-called vendors in the agree¬ 
ment, which really constitutes nothing more than a license, and 
these payments in the nature of royalties or rentals for the use 
of the property in the United States, and hence, under Section 
119, constitute income from sources within the United States. 

The Member. Is the question as to whether they are royal¬ 
ties or not essentially the same question that we have in con¬ 
nection with the personal holding company income tax which 
treats as personal holding company income royalties? 
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Mr. Mandry. I would say that this was essentially the same 
type of problem which was considered by the Board and the 
Circuit Court in the Sabatini Case, which dealt with the sale 
of certain copyrights. 

The Member. Yes, that is copyrights. 
Mr. Mandry. That was copyrights, but the copyrights and 

the patents or royalties or rentals for the use of the property 
all fall into the same category of Section 119. So I think it 
is essentially the same problem. 

The Member. That is what I meant to ask you, whether the 
word “royalties”, which is a word in question here, is the same 
word, and used in the same sense in the Statute as the word 
“royalties’-’ as it affects personal holding company income, or 
is it in a different setting, and therefore has it a likelihood of 
a different interpretation? 

Mr. Mandry. I wouldn’t want to say at this time, Your 
Honor, without comparing the exact Statute that it was the 
same. . 

The Member. But in fact the sections are different, are they? 
It isn’t in practice the same? 

Mr. Angevine. It is not the same section. 
The Member. That is the important thing. 

Further statements by Mr. Angevine: 
Territorial rights were not granted. In the stipulation pat¬ 

ents were absolutely assigned and recorded in the name of the 
petitioner in Washington, and it so shows. 

Now, may it please the Board, we have stipulated the entire 
facts in the case, and I would like to offer them as the peti¬ 
tioner’s case, together with the returns of the petitioner for 
the two years, 1937 and 1938. 

The Member. Is there one stipulation? 
Mr. Angevine. One stipulation, with all the exhibits 

attached. 
The Member. Hand it to the Clerk. 
Is the petitioner offering the returns as exhibits, or are the 

parties offering them as joint exhibits? 
Mr. Angevine. As joint exhibits. 



32 

1 The income tax returns of the Petitioner for 1937 and 1938 
were marked as Joint Exhibits No. 1-A and 2-B, and were 
received in evidence. 

(Hearing concluded.) 

Memorandum Opinion 

Sternhagen. Judge: The Commissioner determined against 
petitioner, as a withholding agent, a deficiency in tax of 
§14,074.20 and 25 per cent addition of S3.518.55, for 1937, and 
a deficiency in tax of S7.253.08 and 25 per cent addition of 
81,813.27, for 193S, in respect of amounts paid to a nonresident 
alien. The petitioner contends that the payments were not 
subject to withholding. All the facts are stipulated, 

i The petitioner, a domestic corporation, had its principal 
office in New York. In 1937, it paid S140,742.04. and in 1938, 
S72.530.79, to Henri Dreyfus, of London, England, a nonresi¬ 
dent alien, who was not engaged in trade or business in the 
United States and had no office in the United States. The pay¬ 
ments were made pursuant to a contract of November 30, 1918, 
between Dreyfus and his brother, called “vendors”, and peti¬ 
tioner, called “purchaser.” This contract, after reciting the de¬ 
sire of the purchaser to acquire and of the vendors to sell secret 
processes and patents, provides for such purchase and sale. 
The terms included an obligation of the purchaser to pay the 
vendors each year, as purchase price, a measurable portion of 
the purchaser’s earnings. The patents and processes were all 
transferred to the purchaser soon after the contract, and for 
many years payments have been made annually as the contract 
provided. 

The Commissioner, in the notice of deficiency, simply said 
that the amounts paid to Dreyfus were income upon which peti¬ 
tioner was liable to tax as withholding agent. Pie now says: 

It is the contention of the Commissioner, that the 
sums paid to Henry Dreyfus during the years 1937 and 
1938 under the agreement dated November 30, 1918, as 
later supplemented, were royalties in payment of a li¬ 
cense to the taxpayer to use the patents and secret proc- 
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esses covered under the terms of said agreement. It is 
believed that a close examination of the original and sup¬ 
plemental agreements will amply support the Commis¬ 
sioner’s contention that the payments were in the nature 
of royalties rather than for the purchase of outright 
patent rights and secret processes. 

The evidence shows clearly that the amounts of $140,742.04 
and $72,530.79, paid by petitioner to Dreyfus, were not royalties 
but were contract payments of purchase price for the patents 
and processes. The stipulation categorically says that the pat¬ 
ents and processes covered by the 1918 contract were trans¬ 
ferred to the petitioner before the tax years in question. In the 
tax years, petitioner was, and had been for some time, the owner 
it was making for them could not be royalties. They were, as 
the contract of purchase clearly provided, the installments of 
purchase price measured by its earnings and dividends. Royal¬ 
ties are the payments to an owner by the user of licensee. It 
would be an anomaly to call the amounts paid by an owner to a 
prior owner, from whom he had bought the patents, royalties. 
The fact that the purchase price is payable in installments and 
that the annual installments are measureable by the income 
from the use of the patents, just as a royalty might have been, 
does not convert the price installments into royalties. The 
common meaning of royalties, as used in the taxing statute, has 
not been lost and there is no reason to believe that when the 
parties drew their contract in 1918 they were intending to pro¬ 
vide for licenses and royalties when they expressly provided for 
sale and price. They have apparently for twenty years con¬ 
sistently treated the contract as one of sale; and the Commis¬ 
sioner is not now in a position to impose a new conception upon 
them. 

The respondent calls attention to the use of the word sub¬ 
license and various other incidental provisions of the original 
and supplemental contracts to show that, despite the form of 
purchase and sale, the parties were, in fact, providing merely 
for a license and royalties. None of these detailed provisions 
has the force which respondent would give it. The use of the 
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word sub-license in the provision that any “sub-licensees” shall 
give the purchaser the benefit of improvements may have been 
an inadvertence, but it does not affect the substantial character 
of the contract itself. This is also true in respect of the obliga¬ 
tion of the vendors not to invade the purchaser’s area and to 
take proceedings necessary to prevent such use by another. 
The reservation bv the vendors of their right to recover the 
patents and processes in case of the bankruptcy of the pur¬ 
chaser and the continuation of the payment in installments of 
a purchase price after the death of the vendors are not incon¬ 
sistent with the transfer of title as the contract contemplated, 
nor do the reservations to the vendors provided in the later 
contract for the mortgage by the purchaser detract from the 
recognition of the contract as a sale. 

Contemporaneously with the sale of the patents and proc¬ 
esses, the parties separately contracted for the employment of 
Dreyfus by petitioner as a manager at a fixed salary. Respond¬ 
ent relies upon the fact that petitioner has, since the contract 
was made in 1918, treated the periodic payments on its ac¬ 
counts similarly to the salary payments, as current expenses. 
Respondent urges that if the contract payments were indeed 
purchase payments, the proper accounting would have been to 
capitalize them as cost of a capital asset. The manner of ac¬ 
counting is not a substantive factor upon which to determine 
the character of the transaction, otherwise fairly free from 
ambiguity. 

The amounts of $140,742.04, in 1937, and $72,530.79, in 1938, 
paid by petitioner to Dreyfus, were, as petitioner contends, in¬ 
stallments of the purchase price of the patents and processes 
covered by the 1918 contract, and were not royalties from which 
the petitioner was required to withhold tax. It was under no 
duty to file a withholding tax return and its failure to file such 
a return can result in no penalty. 

Decision will be entered for the petitioner. 
Entered: January 27,1943. 
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The Tax Court of the United States, Washington 

Docket No. 108617 

Celanese Corporation of America, petitioner 

v. 

Commissioner of Internal Revenue, respondent 

Decision 

In accordance with the Court’s Memorandum Opinion, en¬ 
tered January 27,1943, it is 

Decided that there are no deficiencies in withholding taxes 
and no penalties for 1937 and 1938. 

Enter: 
Entered Jan. 27,1943. 

(Signed) J. E. Murdock, 

Judge. 

United States Board of Tax Appeals 

Docket No. 108617 

Celanese Corporation of America, petitioner 

v. 

Commissioner of Internal Revenue, respondent 

Stipulation 

It is hereby stipulated and agreed by and between the parties 
of the above-entitled proceeding, by their respective attorneys, 
that the following facts may be taken to be true for the pur¬ 
pose of this proceeding, provided, however, that this stipula¬ 
tion shall be without prejudice to the right of either party to 
introduce other and further evidence not inconsistent with the 

« 

facts herein stipulated to be true: 
1. The petitioner is a domestic corporation with its general 

office at 180 Madison Avenue, New York, New York, and is 
engaged in the business of manufacture and sale among other 
things of celanese rayon yarns and fabrics. 

2. Henri Dreyfus is and was during the years in question a 
nonresident alien residing in London, England. That Henri 
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Dreyfus had no office or place of business in the United States 
and was not engaged in a trade or business therein. Camille 
Dreyfus is a citizen of the United States, residing at New York, 
New' York. 

I 3. Prior to November 30. 1918, Camille and Henri Dreyfus, 
&t that time citizens and residents of Basle, Switzerland, in¬ 
vented and owned certain inventions, secret and manufactur¬ 
ing processes as to some of wrhich patent applications had been 
granted in the United States. 

4. On November 30, 1918. said Camille Dreyfus and Henri 
Dreyfus entered into a contract with the petitioner, then named 
American Cellulose and Chemical Manufacturing Company, 
Ltd., a copy of which is attached hereto and made a part here¬ 
of as Exhibit A. 

5. The said contract of November 30, 1918. Exhibit A, was 
amended on December 31,1922. and August 15,1923, copies of 
said amendments are attached hereto and made a part hereof 
as Exhibits B and C, respectively. 

| 6. On November 30, 1918, said Camille Dreyfus and Henri 
Dreyfus entered into a contract with the petitioner, then named 
American Cellulose and Chemical Manufacturing Company, 
Ltd., as managing directors, a copy of w'hich is attached hereto 
and made a part hereof as Exhibit D. 

| 7. The said management contract of November 30, 1918, 
Exhibit D expired in 1933 and a new management contract was 
entered into on October 2, 1933, a copy of which is attached 
hereto and made a part hereof as Exhibit E. 

: 8. The said processes, rights and patents referred to in the 
contract of November 30, 1918, Exhibit A, and mentioned in 
paragraph 3 hereof w^ere transferred to petitioner, then named 
American Cellulose and Chemical Manufacturing Company, 
Ltd., a copy of one assignment mailed in England is attached 
hereto and made a part hereof as Exhibit F. This assignment 
is typical 'of all the assignments under the contract, a list of 
wrhich is attached hereto and made a part hereof as Exhibit G. 

9. The name of the petitioner was changed from American 
Cellulose and Chemical Manufacturing Company, Ltd., prior 
to 1937 to its present name, Celanese Corporation of America. 

10. During the years 1937 and 1938 the petitioner paid 
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Henri Dreyfus the sum of $30,000 for each of said years pur¬ 
suant to the management contract of October 2, 1933, Exhibit 
E, and also paid to the said Henri Dreyfus the sum of $140,- 
742.04 for 1937, and the sum of $72,530.79 for the year 1938 
pursuant to the contract of November 30, 1918, Exhibit A. 
The petitioner also paid Dr. Camille Dreyfus for the years 1937 
and 193S $30,000 in each year under the management contract 
of October 2, 1933,.Exhibit E, and the sum of $140,742.05 for 
the year 1937 and $72,530.78 for the year 1938, pursuant to 
the contract of November 30, 1918, Exhibit A. 

11. The petitioner treated the sums referred to in Para¬ 
graph 10 on its books as compensation of officers and in its 
income tax returns for the years 1937 and 1938 deducted the 
said sums under Line 15 “Compensation of Officers (from 
Schedule H)” and in said Schedule H showed the said amounts 
as compensation of officers, and has so treated the payments 
under the two contracts from the first year when such pay¬ 
ments were made. The payments made by the petitioner pur¬ 
suant to the contract of November 30, 1918, Exhibit A, have 
never been capitalized by the petitioner on its books as the 
cost of patents, rights or processes. 

12. The petitioner did not file Form 1042, annual return of 
income tax to be paid at source, for the years 1937 and 1938. 

13. The patents, rights and processes referred to in the con¬ 
tract of November 30, 1918, Exhibit A, and set forth in Ex¬ 
hibit F, and the patents, rights and processes transferred to the 
petitioner subsequent thereto and enumerated in Exhibit G, 
were and are being used by the petitioner in connection with 
its business. 

14. That Henri Dreyfus and Henry Dreyfus are one and the 
same person. 

Fred R. Angevine, 

Counsel for Petitioner. 
(Signed) J. P. Wenchel, 

R. P. H. 
J. P. Wenchel, 

Chief Counsel, Bureau of Internal Revenue, 
Counsel for Respondent. 



38 

EXHIBIT A 

Celanese Corporation 

Docket #108,617 

This Agreement made the 30th day of November 1918 be¬ 
tween Camille Dreyfus and Henri Dreyfus, both of Basle, 
Switzerland (herein referred to as “the Vendors”) of the one 
part and The American Cellulose & Chemical Manufacturing 
Company Limited a corporation organized under the laws of 
the State of Delaware, U. S. A. (herein referred to as “the Pur¬ 
chaser”) of the other part 

Whereas the Vendors have for sometime past made extended 
experiments in connection with the manufacture of cellulose 
acetate, acetic anhydride, synthetic acetic acid, and other chem¬ 
ical products, and the Vendors have discovered certain secret 
and manufacturing processes (hereinafter referred to as “the 
said processes”) under which the said products, or some of them 
are being manufactured at a factory at Spondon, near Derby, 
in England, belonging to British Cellulose & Chemical Manu¬ 
facturing Company Limited. 

And whereas the Vendors have gained valuable practical 
and technical experience and knowledge relating to the con¬ 
struction of factories for the working of the said processes and 
have a trained staff of experts familiar with the working of 
the said processes and are generally in possession of a valuable 
organization in connection therewith. 

And whereas the said processes or some of them are or may 
be protected by letters patent granted or applied for in the 
United States of America, its territories and dependencies and 
also similar rights in Mexico, Cuba, and the countries of South 
America provided that patents are taken out by the purchasers 
in any of the said countries in which the purchasers may wish 
to do business (which several countries or places, whether 
protection may now be subsisting therein or not, are herein¬ 
after collectively referred to as “the Purchaser's area”) par¬ 
ticulars of which patents and applications for patents are set 
out in the Schedule hereto. 
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And whereas the Purchaser desires to acquire said processes, 
rights and patents, in order to use, enjoy and exploit them in 
the Purchaser’s area. 

And whereas the Vendors are willing to sell and convey the 
same upon the terms hereinafter set forth. 

Now therefore this Agreement Witnesseth: 
1. In consideration of the sum of One Dollar ($1.00) on the 

signing hereof paid by the Purchaser, and of the other good 
i and valuable considerations hereinafter mentioned, the receipt 

whereof the Vendors hereby acknowledge, the parties hereto 
I have agreed and do hereby agree as follows: 

2. The Vendors hereby assign and make over to the Pur- 
i chaser and its successors and assigns, the said processes and 

the full benefit thereof with the full and exclusive right and 
authority to manufacture and sell in the Purchaser’s area, 
namely, in the United States of America, its territories and 
dependencies and also similar rights in Mexico, Cuba, and the 
countries of South America provided patents are taken out by 
the purchasers in any of the said countries in which purchas- 

i ers may wish to do business (but not elsewhere) articles made 
under, by or in accordance with the said processes or any of 
them, and articles in or for which the said articles can be used, 
or any improvements thereon, or any modifications thereof, 

i and also generally all other processes of manufacture or in- 
' ventions which have been or will be discovered in the future 

or acquired in any way by either or both of the Vendors in 
connection with the said processes, 

i 3. The Vendors agree that they will give the Purchaser the 
benefit in the Purchaser’s area of all improvements, modifica¬ 
tions or new inventions of any kind whatever (whether pat¬ 
ented or not) that may be discovered or acquired by the 
Vendors, or by their servants, in connection with the said 
processes, the Purchaser agreeing to give in return to the 
Vendors the benefit outside the Purchaser’s area, of all im¬ 
provements, modifications or new inventions of any nature 
whatsoever (whether patented or not) that it or its servants 
may discover or acquire in connection with the said processes. 
Every agreement to be entered into by the Vendors transferring 
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the Vendors' rights or any part of them to companies, firms or 
persons in any country in the future, shall contain a clause to 
this effect, and every sub-license granted by the Purchaser shall 
bind the sub-licensees to communicate to the Purchaser the 
benefit of all improvements, modifications and new inventions. 

4. The Vendors shall, if and when required by the Purchaser 
(at the expense of the Purchaser) give to it or to its servants 
such assistance (including the provision of experts, managers, 
overseers and workmen) advice, explanation and information, 
as may be required or necessary to enable the Purchaser to man¬ 
ufacture the said articles to the best advantage, and the Vendors 
agree, either by themselves or their experts to be responsible 
for the technical management of the business of the Purchaser 
for a period of fifteen years and will enter into an agreement 
appointing them Managing Directors of the Company on the 
terms to be agreed upon. 
i 5. The Vendors during the continuance of this agreement 
shall not make, use, exercise or vend any articles under the said 
processes or any improvements within the Purchaser’s area, and 
shall not grant any license to make, use, exercise or vend any 
such articles to any other person or persons, company or firm 
whatsoever within the said area, but shall and will if called upon 
so to do by the Purchaser, at the expense of the Purchaser take 
up all proceedings and steps necessary to prevent any making 
pse, exercise or vending (without the sanction of the Purchaser) 
of any such articles within such area by any person, company 
or firm. 

The Vendors and each of them hereby agree so long as they 
or either of them remains a Managing Director of the Purchaser, 
that they will in addition to the said processes give the Pur¬ 
chaser subject to all the terms of this Agreement the benefit in 
the Purchaser's area of all other processes and inventions of 
whatsoever description in connection with the chemical in¬ 
dustry, whether similar to the said processes or not, and of all 
improvements, modifications and new inventions in connection 
therewith which may be discovered or acquired by the Vendors 
or either of them and may be made under their supervision or 
acquired under their supervision provided that the Purchaser 
shall reimburse to the Vendors all expenses (or a due proportion 

\ 
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thereof attributable to the Purchaser’s area) incurred by them 
in connection with the discovery or acquisition of any such other 
processes and inventions or any improvements, modifications 
or new inventions in connection therewith and the Purchaser 
shall give in return to the Vendors the benefit on the same terms 
outside the present Company’s area of all processes and inven¬ 
tions of whatsoever description in connection with the chemi¬ 
cal industry whether similar to the said processes or not and 
of all improvements, modifications and new inventions in con¬ 
nection therewith which may be discovered or acquired by the 
Purchaser. The Vendors shall be at liberty to communicate 
all such processes and inventions and all improvements, modifi¬ 
cations and new inventions in connection therewith to any com¬ 
pany, firm or person carrying on business outside of the present 
Company’s area. 

7. Every agreement to be entered into by the Vendors or 
either of them transferring to any company, firm or person the 
benefit outside of the present Company’s area of any processes 
or inventions discovered or acquired by the Vendors shall bind 
such company, firm or person (a) to communicate to the 
Vendors all processes or inventions (and all improvements, 
modifications and new inventions in connection therewith) dis¬ 
covered or acquired by such company, firm or person in rela¬ 
tion to any process or invention the benefit of which shall have 
been transferred by the Vendors to such company, firm or per¬ 
son to the intent that the Vendors may in turn communicate 
such processes and inventions (and all improvements and new 
inventions in connection therewith) to the Purchaser but the 
Vendors shall only be liable to communicate to the Purchaser 
any such processes or inventions (and all improvements, modi¬ 
fications and new inventions in connection therewith) as may 
be communicated to them as aforesaid and while the Vendors 
shall be bound to assist in procuring that any such company, 
firm or person shall communicate as aforesaid and shall at the 
request, expense and risk of the Purchaser bring on behalf of 
the Purchaser all such proceedings as may be necessary to en¬ 
force such communication they shall be in no way personally 
responsible or liable to the Purchaser if such communication 
shall not be made and (b) not to directly or indirectly manu- 
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fa-cture or sell in the Purchaser’s area any chemical product or 
other articles made in accordance with any process or inven¬ 
tion transferred to such company, firm or person by the Ven¬ 
dors and so far as practicable to prevent any such chemical 
products or articles sold by such company, firm or person being 
resold in the Purchaser’s area. 

8. The Purchaser hereby agrees with each of the Vendors 
his executors, administrators and assigns that it pay to him his 
executors, administrators or assigns year by year so long as the 
Purchaser continues in existence Three per cent (making Six 
per cent in all) of the net profits of the Purchaser for each of 
the years which the Purchaser determines to distribute by way 
of dividend bonus or otherwise in priority to the remuneration 
of the Directors of the Purchaser and in priority to any pay¬ 
ment by way of dividend bonus or otherwise to the sharehold¬ 
ers of the Purchaser and that it will not make any distribution 
of profits by way of dividend bonus or otherwise without hav¬ 
ing first set aside and paid the said percentages of its profits. 

9. In consideration of paragraphs 6 and 7 the said percent¬ 
ages of the net profits of the Purchaser for each financial year 
of the Purchaser shall be paid to each of the Vendors his 
executors, administrators or assigns within one calendar month 
after the accounts of such year have been made up and audited 
at the current rate of exchange in Basle, Switzerland, or else¬ 
where as he may direct. The said payments shall continue to 
be made to the executors, administrators or assigns of the 
Vendors and each of them notwithstanding the death of the 
Vendors or either of them and notwithstanding that the 
Vendors or either of them shall have ceased to have any con¬ 
nection with or interest in the Purchaser and such profits 
shall be apportion able and be deemed to accrue from day to 
day and in the event of the liquidation of the Purchaser by way 
of return of capital or otherwise of a capital sum representing 
as much as may be the capitalized value of the percentages pay¬ 
able to the Vendors as aforesaid in priority to any distribution 
of surplus assets amongst the shareholders of the Purchaser. 

10. In consideration of paragraphs 6 and 7 the Purchaser 
hereby covenants and guarantees to the Vendors and each of 
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1 them their and each of their executors, administrators or as¬ 
signs that the Purchaser will at all times carry on its business 
with the utmost vigour and diligence and will maintain its 
profits at as high level as possible and that the Purchaser will 
not stop or abandon its business or do or suffer any act or thing 
whereby the interests of the Vendors in the profits aforesaid 
may be prejudiced or curtailed. 

11. As further consideration for the sale and assignment of 
1 the said processes patents and patent rights and of the cove- 
1 nants by the Vendors herein contained the Purchaser shall issue 

to the Vendors or to their nominees 150,000 shares without 
nominal or par value of the Common Stock of the Purchaser 
such 150,000 shares of Stock to be credited as fully paid up and 
non-assessable. 

12. The Purchaser shall during the continuance of this 
Agreement pay all sums and do at its own expense all other acts, 
matters and things which are necessary to keep the patents, 
particulars whereof are set out in the schedule hereto, and all 
other patents for the time being in force in the Purchaser’s 
area in respect of the said processes or any improvements 
thereon as hereinafter mentioned in full force and effect. If 
the Purchaser or its assigns fail to work the said patents or any 
of them in such a manner as may be necessary to keep the same 
in full force or if they fail to do any other acts, matters or things 
necessary therefor, then the Vendors may work the said patents 
or any of them in such manner as may be necessary to keep the 
said patents or any of them in full force and effect, and any 
sums paid or expenses incurred by the Vendors in so doing shall 

i be repaid by the Purchaser on demand provided that the Pur- 
1 chaser may abandon for the purpose of this Agreement any 

particular patent or patents and shall not thereafter be bound 
to keep in force and effect the patent or patents so abandoned. 

1 After such abandonment the Vendors shall be entitled to have 
1 such abandoned patent or patents transferred to them or as they 

may direct and deal with the same as they think fit, freed and 
discharged from this Agreement. 

13. If within ten years from the date hereof the Purchaser 
1 shall be adjudicated bankrupt, or a receiver of its property shall 

/ 
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be appointed in involuntary proceedings, or it shall be dissolved 
or wound up ( other than for the purpose of voluntary recon¬ 
struction) the Venders shall be at liberty in such case by notice 
in writing to cancel this Agreement and thereupon the rights 
of the Purchaser to the said processes and inventions and any 
improvements, modifications and new inventions shall forth¬ 
with cease and determine, and any patents then subsisting in 
the Purchaser's area and the said processes shall forthwith be 
transferred without any payment to the Vendors or as they 
may direct by the Liquidator Receiver or other person entitled 
to the control of the Purchaser's assets. 

14. The Purchaser shall be entitled to grant sub-licenses to 
other parties upon terms that if this Agreement is determined 
pursuant to Clause 13 hereof, all benefits accruing to the Pur¬ 
chaser under any such sub-license shall as from the date of 
such determination accrue for the benefit of the Vendors in¬ 
stead of the Purchaser. 

! 15. The Vendors shall as and when called upon by the Pur¬ 
chaser so to do execute assignments to it, its successors and 
assigns, of the patents, particulars whereof are set out in the 
schedule attached, and the full benefit thereof.” 

i 16. All notices to be served hereunder by the Vendors shall 
be deemed to be duly served if sent by registered mail to the 
Purchaser at its principal office in the City of New York, and 
all notices to be served by the Purchaser shall be deemed to be 
duly served if sent by registered post to the Vendors at an ad¬ 
dress to be determined from year to year in advance being 
actually for the before-mentioned Camille Dreyfus at the offices 
of the Purchaser in America and for the before-mentioned 
Henri Dreyfus at Basle, Switzerland. 

17. This Agreement shall be construed according to the laws 
of New York State and the Vendors accept the jurisdiction of 
the Courts of New York State (and the Federal Courts sitting 
in New York State) in respect of any controversy arising be¬ 
tween the Vendors and the Purchaser under this Agreement, 
Vendors agreeing that in any action instituted by the Purchaser 
against either or both of them, may be made upon them (or 
either of them) by posting each of them copy of the Summons 
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and Complaint in a post paid wrapper addressed to each of the 
Vendors at 69 Schutbenmattstrasse, Basle, Switzerland. 

In witness whereof the Vendors have hereunto set their hands 
1 and seals and the Purchaser has caused these presents to be duly 
! executed in its corporate name by its proper officers thereunto 

duly authorized, as of the day and year first above written. 
Camille Dreyfus, 

By Henry Dreyfus, Attorney in fact. 
H. Dreyfus, 

The American Cellulose & Chemical 

1 Manufacturing Co. Ltd., 

Ernest E. Boreham, Vice President. 
In presence of as to Camille Dreyfus & Henry Dreyfus: 

Solicitor, lJf. St. Helens Place, London, E. C. 

Attest: 
John A. Larkin, Secretary. 

[seal] 

(The Schedule Above Referred To) 

1 LIST OF DR. HENRI DREYFUS PATENTS AND ALLOWED APPLICATIONS 
IN UNITED STATES OF AMERICA 

Patents 

dated 2 May 1916-Cellulose Acetates. 
dated 31 July 1917-Cellulose Acetates. 
dated 2 May 1916-Celluloid Substitute. 
dated 2 May 1916-Celluloid Substitute. 
dated 2 May 1916-Celluloid Substitute. 
dated 27 Feb. 1917-Cellulose Acetate. 
dated 9 Oct. 1917-Celluloid Substitute. 
dated 8 Oct. 1918-Cellulose Esters. 
dated 17 Sept. 1918-Cellulose Esters. 
dated 8 Oct. 1918-Cellulose Acetates. 

Allowed Applications 

Serial No. 72792 filed 18 Jan. 1916 allowed 25 Apr. 1918—Acetic Anhydride. 
Serial No. 73496 filed 21 Jan. 1916 allowed 3 Sept. 1918—Cellulose Acetates. 
Serial No. 172794 filed 4 June 1917 allowed 11 July 1918—Acetic Aldehyde. 

No. 1,181,857-.. 
(Reissued No. 14,338)- 
No. 1.181,858_ 
No. 1,181,859_ 
No. 1,181,860_ 
No. 1,217,722_ 
No. 1,242,783_ 
No. 1.280.974_ 
No. 1,278,885_ 
No. 1.2S0.975_ 

EEB. H.D. C.D. 
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EXHIBIT B 

Agreement dated the 31st day of December, 1922 between 
The American Cellulose & Chemical Manufacturing Company, 
Ltd., a Delaware corporation (herein called the Company), 
party of the first part, and Camille Dreyfus and Henry Dreyfus, 
both of Basle, Switzerland, (herein called the Vendors), parties 
of the second part. 

Recitals 

i Under date of November 30,1918, the parties hereto entered 
into a certain sales agreement in writing, (herein called the 
Sales Agreement), containing among other things certain pro¬ 
visions affecting the Company’s ownership of certain Letters 
Patent of the United States of America and processes and rights 
in respect thereto, (all of which are herein called The Patents). 
The Company has recently authorised an issue of not more 
than £500,000 in principal amount of its First Mortgage Ten 
Year 8% Convertible Sterling Bonds to be secured by a Mort¬ 
gage, (herein called the Mortgage), to be executed under date 
of December 31, 1922, to Bankers Trust Company, Trustee, 
and to constitute a first lien on certain fixed assets of the Com¬ 
pany, including its Letters Patent, and the Company has con¬ 
tracted to sell £400.000 in principal amount of Bonds of said 
issue. In order that the Mortgage may constitute a first lien 
on the said Letters Patent it is necessary that the Sales Agree¬ 
ment be modified in the manner hereinafter provided, and 
the parties hereto have agreed to such modification on the 
terms and for the considerations hereinafter stated, 

i Now, therefore, in consideration of the premises and of the 
mutual covenants hereinafter contained it is agreed by the 
parties hereto as follows: 

First: The Vendors hereby (1) waive as against the Trustee 
under the Mortgage and its successors and assigns and as 
against each holder of a Bond issued under the Mortgage the 
right to recover title to the said Letters Patent under certain 
conditions which was reserved to the Vendors in the Sales 
Agreement, and (2) agree that the Company shall be permitted 
to assign the said Letters Patent to the Trustee under the 
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Mortgage free and clear of any and all rights to recover title 
■ thereto reserved to the Vendors under the Sales Agreement; 

provided that there be inserted in the granting clauses of the 
Mortgage a subdivision reading as follows: 

F. All letters patent of the United States of America, 
i now owned or hereafter acquired by the Company, to¬ 

gether with all right, title and interest of the Company 
in and to any reissues and extensions of said Letters 
Patent and in and to the inventions covered thereby 
and the right to sue for and collect profits, damages and 

i royalties for past infringments thereof, subject, how¬ 
ever, to the provisions contained in Article Seven here¬ 
of, and subject also, as to any such Letters Patent here¬ 
after acquired by the Company, to any royalty agree¬ 
ment license mortgage or other lien which may be there¬ 
on, at the time of the acquisition thereof by the Com¬ 
pany and to any mortgage or other lien which may be 
given by the Company to secure payment of the pur¬ 
chase price thereof. 

and also that provisions in the following form in regard to the 
Letters Patent and rights described in said Subdivision F be 

l inserted in Article Seven of the Mortgage: 

! Section 7. Except as provided in Section 16 of this 
i Article Seven, the Trustee shall have no right except 

with the consent of Camille Dreyfus and Henry Dreyfus 
or their executors or administrators or assigns to sell or 
otherwise dispose of the Letters Patent and rights which 
form a part of the trust estate and are described in 

! Subdivision F of the granting clauses hereof, or in any 
I way to part with the ownership thereof, in any event 

until the expiration of a period of two (2) years com¬ 
mencing on the sending by the Trustee by registered 
mail addressed to Camille Dreyfus and Henry Dreyfus 
at Basle, Switzerland, or to their executors, adminis¬ 
trators or assigns at such address as may be furnished 
to the Trustee in writing by said executors, adminis¬ 
trators or assigns, of a notice to the effect that all prop- 
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erty and assets of the Company forming a part of the 
trust estate, except such part thereof, if any, as the 
Trustee shall state in said notice to be in its opinion 
unsaleable, have been converted into cash and that said 
cash has been applied toward the payment of the 
amounts due hereunder and has been exhausted. 

* * * # * 

i Section 16. At any time during the period of two 
(2) years provided in Section 7 of this Article Seven, 
Camille Dreyfus and Henry Dreyfus, of Basle, Switzer¬ 
land, and their executors, administrators and assigns, 
shall have a right to purchase the Letters Patent and 
rights described in Subdivision F of the granting clauses 
hereof from the Trustee by paying to the Trustee the 
amount due upon all of the Bonds then outstanding and 
all other amounts remaining due from the Company 
hereunder after the proceeds of all of the trust estate 
except said Letters Patent and rights shall have been 
applied toward the payment of said amounts. 

If said right shall not be exercised during said period 
by said Camille Dreyfus and Henry Dreyfus or their 
executors, administrators or assigns, the Trustee may, 
after the termination of said period, sell said Letters 

i Patent and rights in any manner provided in this 
Article Seven. 

♦ * * * * 

The provisions of this indenture relating to the Let¬ 
ters Patent and rights described in Subdivision F of the 
granting clauses hereof shall not be altered or modified 
by the parties hereto or by the Bondholders without the 
written approval, lodged with the Trustee, of said 

i Camille Dreyfus and Henry Dreyfus or their executors, 
administrators or assigns. 

and provided further that, upon any cancellation of the mort¬ 
gage or any payment or satisfaction of all of the Bonds secured 
thereby, all rights reserved to the Vendors under the Sales 
Agreement, in respect to such of The Patents as have not there¬ 
tofore been sold in accordance with the Mortgage, shall there- 
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upon belong to the Vendors in the same manner and to the 
same extent as if this agreement had never been executed. 

* * * * * 

[Article Second, dealing with stock options, is omitted.] 
Third: The Company further declare and confirm that the 

rights in respect of the Patents reserved to the Vendors by the 
Sales Agreement extend to and cover all Letters Patent in the 
United States of America its terirtories and dependencies, Mex¬ 
ico, Cuba and the countries of South America and all inven¬ 
tions processes and rights in respect thereto from time to time 
owned by the Company howsoever the same may have been ac¬ 
quired by the Company and that except so far as the same is 
hereby expressly modified the Sales Agreement is ratified and 
confirmed. 

In witness whereof the Company has caused this agreement 
to be executed in its corporate name by its proper officers there¬ 
unto duly authorised and its corporate seal to be hereunto 
affixed and duly attested, and the Vendors have hereunto set 
their respective hands and seals, all as of the day and year 
first above written. 

The American Cellulose & Chemical 

Manufacturing Company, Ltd. 

By (Signed) Wm. Alexander, Director. 
(Signed) Camilee Dreyfus. 

(Signed): H. Dreyfus. 

Attest: 
(Signed) Wm. Stockwell, 

Assistant Secretary. 

Witness: To all signatures: 
(Signed) D. Canning, 

8 Waterloo Place, S.W. 1. 

EXHIBIT C 

This agreement dated the Fifteenth day of August 1923 be¬ 
tween the American Cellulose and Chemical Manufacturing 
Company Limited, a Delaware Corporation (herein called “the 
Company”) party of the first part and Camille Dreyfus and 
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Henry Dreyfus both of Basle, Switzerland herein called “the 
Vendors”) parties of the second part. 

’ Recitals 

(a) Under date of November thirtieth One thousand nine 
hundred and eighteen the parties hereto entered into a certain 
sales agreement in writing (herein called “the Sales Agree¬ 
ment”) containing among other things certain provisions affect¬ 
ing the Company’s ownership of certain Letters Patent of the 
United States of America and processes and rights in respect 
thereto. 

(b) The Company desires that the territory intended by the 
Sales Agreement of November thirtieth One thousand nine 
hundred and eighteen to be included in “the purchasers’ area”, 
as defined in said agreement, be more definitely described, and 
that it should acquire the exclusive right to manufacture and 
sell under the vendors’ patents, processes, etc. in the new terri¬ 
tory, as hereinafter set forth under the same restrictions and 
obligations as apply in the United States under the agreement 
of November 30th, 1918 as amended by the agreement be¬ 
tween the parties hereto dated December 31st, 1922. 

(c) The vendors are willing to grant such exclusive rights 
in such new territory upon such terms and for such considera¬ 
tions as are hereinafter set forth. 

,(d) Under date of December thirty-first One thousand nine 
hundred and twenty-two the parties hereto entered into a cer¬ 
tain agreement whereby for the consideration therein appear¬ 
ing the Company agreed (inter alia) that if it should at any 
time or times prior to November thirtieth One thousand nine 
hundred and twenty-eight sell to any person, firm or corpora¬ 
tion other than the Vendors and their respective executors, ad¬ 
ministrators and assigns any additional capital stock (except 
as therein excepted) of whatever class and whether or not then 
authorized the Vendors should be entitled in the manner and 
upon the terms and conditions therein contained to subscribe 
for all or any part of a number of shares of stock of each class 
sold by the Company equal to one-half the number so sold at 
par in the case of shares having a par value and in the case of 
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shares having no par value at fifty per cent of the price at which 
the shares of the same class are sold by the Company. 

(e) The Company being in need of further funds for its 
corporate purposes has entered into certain arrangements with 
third parties for the provision of such funds but such arrange¬ 
ments can only be perfected and carried out provided the option 
for shares reserved to the Vendors by the said Agreement of 
December thirty-first One thousand nine hundred and twenty- 
two can be determined and put an end to. 

(f) The Vendors have at the request of the Company and 
for the consideration hereinafter appearing agreed to grant for 
rights on the additional territory and to surrender and deter¬ 
mine such option for shares and securities upon the terms here¬ 
inafter contained. 

Now therefore in consideration of the premises and of the 
mutual covenants hereinafter contained it is agreed by the par¬ 
ties hereto as follows:— 

First the Vendors hereby agree that the expression “the Pur¬ 
chasers Area’’ wherever used in the said agreement of Novem¬ 
ber thirtieth One Thousand nine hundred and eighteen shall 
be deemed to include the whole of the United States of Amer¬ 
ica, its territories and dependencies, the United States of Mex¬ 
ico, Cuba and the other West Indian Islands, and all inde¬ 
pendent states or countries of Central and South America ex¬ 
cept such territories either on the mainland or on any island 
as are at present colonies or dependencies of or under the juris¬ 
diction of Great Britain, France, Italy, Japan, Russia, Canada, 
China, Spain, Ireland, Belgium or any other European State 
or Country. 

Second the Vendors hereby for all time waive the right 
granted to them by Article two of the Agreement of December 
thirty-first One thousand nine hundred and twenty-two to 
subscribe for any additional capital stock and said article two 
shall absolutely and for all purposes determine and is hereby 
put an end to. Nothing herein contained shall however be 
deemed to be or be construed as a waiver of any of the rights 
of Camille Dreyfus or Henry Dreyfus as stockholders. 
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Third in consideration of the premises the Company shall as 
soon as may conveniently be after the passing of the necessary 
resolutions of the stockholders of the Company increasing the 
number of shares of the non par value common stock of the 
Company from One hundred and fifty thousand to two hun¬ 
dred and twenty thousand issue and allot free of any charge, 
stamp duties, etc. to the Vendors or their respective nominees 
Twenty five thousand shares of the non par value Common 
Stock of the Company fully paid and non assessable. 

Fourth except so far as the same are hereby expressly modi¬ 
fied the Sales Agreement of Thirtieth November One thousand 
nine hundred and eighteen and the said Agreement of Decem¬ 
ber thirty-first One thousand nine hundred and twenty-two 
are ratified and confirmed. 

In witness whereof the Company has caused this Agreement 
to be executed in its corporate name by its proper officers 
thereunto duly authorized and its corporate seal to be hereunto 
affixed and duly attested and the Vendors have hereunto set 
their respective hands and seals all as of the day and year 
first above written. 

The American Cellulose & Chemical 

Manufacturing Company Limited. 
i 

By Wm. Alexander, Director. 

Camille Dreyfus. [l. s.] 

H. Dreyfus. [l. s.] 

Attest: 
M. B. Dickie, 

Assistant Secretary, 

8 Waterloo Place, London, S. W. 1 

Witness to signatures of Dr. Camille Dreyfus & Dr. Henry 
Dreyfus. 

P. Humphreys, 

50 Redcliffe Square, London, S. W. 

EXHIBIT D 

Agreement made this 30th day of November, one thousand 
nine hundred and eighteen, between The American Cellulose 
& Chemical Manufacturing Company Limited, a corporation 
organized and existing under the laws of the State of Delaware, 
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U. S. A. (hereinafter called “the Company”) of the one part, 
and Camille Dreyfus and Henri Dreyfus of Basle, Switzerland, 
(hereinafter called “the Managing Directors”) of the other 
part. 

1. The Managing Directors are hereby appointed Manag¬ 
ing Directors of the Company for a period of fifteen years from 
the date hereof on the terms and conditions hereinafter 
mentioned. 

2. The Managing Directors shall be generally responsible 
for the management of the technical side of the Company’s 
business and in particular shall supervise the erection of the 
Company’s factory either by themselves or through experts 
and managers to be appointed by them at the expense of the 
Company. 

3. Neither of the Managing Directors shall be bound to de¬ 
vote the whole or any specified portion of his time to the 
business of the Company, but it is understood that one or other 
of them will be responsible for the technical business of the 
Company and will, whenever required, attend Board meetings 
of the Company for the purpose of giving advice and assistance. 

4. Each of the Managing Directors will use his best endeav¬ 
ours to promote the interests and welfare of the Company. 

5. As remuneration for their services the Managing Direc¬ 
tors shall jointly be entitled during the first year of the said 
period of fifteen years to receive a salary at the rate of Twenty 
Thousand Dollars ($20,000) per annum payable quarterly and 
at the end of this period the salary to be paid shall be recon¬ 
sidered and mutually agreed between the parties and further 
an allowance for expenses to be decided from year to year by 
the Board of Directors. 

6. The Company shall be entitled to determine this Agree¬ 
ment as regards either of the Managing Directors if he shall 
for a period of six consecutive calendar months be incapacitated 
by illness or for any other reason from attending to his duties 
hereunder. 

In witness whereof the Company has caused these presents 
to be executed in its corporate name by its proper officers 
thereunto duly authorised, and its corporate seal to be hereunto 
affixed and duly attested, and said Camille Dreyfus and Henri 
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Dreyfus have hereto set their hands and seals as of the day and 
year first above written. 

The American Cellulose & Chemical 

Manufacturing Company Limited, 

By Ernest E. Boreham, Vice President. 

Camille Dreyfus, [l. s.] 

By Henry Dreyfus, Attorney in Fact. 

Henry Dreyfus. 

Attest: 
John A. Larkin, Secretary. 

In presence of as to Camille Dreyfus & Henry Dreyfus: 

Solicitor, 14 St. Helens Place, London E. C. 

Witness as to all signatures: 
Lee Cadien. 

i The parties to the above contract hereby agree that the same 
annual remuneration as stated above in this agreement $20- 
000 per year) shall be paid by the Company to the Managing 
Directors above named, jointly for the balance of the term of 
this agreement, unless a new rate of remuneration is fixed by 
mutual agreement prior to the expiration of this agreement. 

Dated: December 11th, 1920. 
Henry Dreyfus, [l. s.] 

By Camille Dreyfus, Attorney in Fact. 

1 Camille Dreyfus, [l. s.] 

American Cellulose & Chemical 

Manufacturing Co., Ltd. 

E. E. Boreham, Vice President. 

Attest: 
John A. Larkin, Secretary. 

EXHIBIT E 

The following is copy of contract mentioned in paragraph 
“B” of answer to Item 32: 

Agreement, made this 2nd day of October, 1933, between 
Celanese Corporation of America, (formerly Th*e American 
Cellulose & Chemical Manufacturing Company, Limited), a 
corporation organized and existing under the laws of the State 
of Delaware, (hereinafter called “the Company”), of the first 
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part, and Camille Dreyfus and Henri Dreyfus, of Basle, Swit¬ 
zerland, parties of the second part. 

Whereas, the Agreement made and entered into the 30th day 
of November, 1918, between the Company and the parties of 
the second part, appointing the parties of the second part Man- 

i aging Directors of the Company and providing for the man- 
i agement of the technical side of the Company’s business by 

the said parties of the second part, will expire on the 30th day 
of November, 1933; and 

Whereas, said agreement dated November 30th, 1918 was 
made pursuant to the terms of a certain other agreement dated 

i the same date between the Company and the parties of the 
second part relating to the sale to the company by the parties 
of the second part of certain processes and rights on the terms 

i set forth in said other agreement, and 
Whereas, in Paragraph 6 of said other agreement it is pro¬ 

vided that so long as the parties of the second part or either of 
them remain Managing Directors of the company, the com¬ 
pany will be entitled to the benefit of certain other processes, 
inventions and other rights on the terms therein set forth, and 

Whereas, it is therefore to the interest of the company that 
i the parties of the second part should continue as Managing 
I Directors of the company and the parties of the second part 

are willing to so continue and the company and the parties of 
r the second part desire to provide for such continuance on the 

terms hereinafter set forth. • 
I Now, therefore, in consideration of the premises and of their 

mutual promises, the parties hereto agree as follows: 
1. The parties of the second part are hereby reappointed 

Managing Directors of the Company for the term of this agree¬ 
ment, which shall continue in effect for a period of seven years 
from November 30, 1933 to November 30,1940, and thereafter 

i from year to year unless and until terminated by the Company 
or by the parties of the second part (or the survivor of them), 

I upon one year’s notice in writing. Such notice, if given by the 
Company, shall be addressed to the parties of the second part 
(or the survivor of them) at Basle, Switzerland, and if given 
by the parties of the second part (or the survivor of them) 
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shall be addressed to the Company at its principal office in the 
City of New York, N. Y. 

2. During the continuance of this contract, the parties of the 
second part as such Managing Directors shall be generally re¬ 
sponsible for the management of the technical side of the Com¬ 
pany’s business, and shall supervise the erection of any addi¬ 
tional factories or plant facilities either by themselves or 
through experts and managers appointed by them at the ex¬ 
pense of the Company, and shall give advice and assistance 
to the officers of the Company on technical subjects. 

3. Neither of the parties of the second part shall be bound 
to devote the whole or any specified portion of his time to the 
business of the Company (except as may be required of him 
as an officer of the Company), but it is understood that one 
or the other of them will be responsible for the business of the 
Company on its technical side, and each will use his best en¬ 
deavors to promote the interests and welfare of the Company. 

i 4. As remuneration for their services, the parties of the sec¬ 
ond part jointly shall be entitled to receive the sum of sixty 
thousand dollars ($60,000), per annum, payable in monthly 
installments in the City of New York in United States currency 
dollars, or, at the option of the parties of the second part and 
subject to such exchange or other restrictions as may be pro¬ 
vided by law or executive regulations, at Basle, Switzerland, or 
at such other place abroad as may be designated by them, at the 
then current rate of exchange. It is understood that such re¬ 
muneration is to be in addition to any sums which may become 
payable to the parties of the second part under a certain other 
Agreement, dated the 30th day of November, 1918, between 
the Company and the parties of the second part, relating to 
the sale to the Company by the parties of the second part of 
certain processes and rights and the payment by the Company 
to the parties of the second part of a percentage of its net 
profits. 

5. During the continuance of this present Agreement the 
parties of the second part will serve as officers of the Company 
in the offices they now hold, if elected thereto by the Board 

j of Directors, without additional compensation or remunera- 



57 

tion, saving usual directors’ fees and any dividends on stock 
of the Company held by them. 

6. In the event of the death of either of the parties of the 
1 second part, this agreement shall continue in effect between 
1 the Company and the survivor of the said parties of the sec- 
1 ond part for the remainder of its term, but the remuneration 
1 payable under paragraph 4 hereof shall thereafter be at the 
1 rate of forty thousand dollars ($40,000), United States cur¬ 
rency dollars, per annum. 

In witness whereof, the Company has caused these presents 
' to be executed in its corporate name by its proper officers there¬ 
unto duly authorized, and its corporate seal to be hereunto 
affixed and duly attested, and the said parties of the second 
part have hereunto set their hands and seals, as of the day and 
year first above written. 

Celanese Corporation of America, 

By E. E. Boreham, Vice-President. 

[celanese corp. Camille Dreyfus, [l. s.] 

seal] Henri Dreyfus, [l. s] 

Per Camille Dreyfus. 

Attest: 
Lee Cadien, Secretary. 

In presence of: 
Lee Cadien. 

EXHIBIT F 

Department of the Interior.—United States Patent Office 

Received and Recorded on the 12th day of November, 1920, 
in Liber 1112, page 71 of Transfers of Patents. 

In testimony whereof, I have caused the seal of the Patent 
Office to be hereunto affixed. 

(Signed) R. F. Whitehead, 

Commissioner of Patents. 

Assignment of Patents 

Whereas, I Henry Dreyfus, formerly of Basel, Switzerland, 
but now residing in London, England, have heretofore obtained 
Letters Patent of the United States of America, as follows: 
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[Here follows detailed description of 21 letters patent, dat¬ 
ing from 1916 to 1920.] 

and, 

Whereas, The American Cellulose & Chemical Manufactur¬ 
ing Company, Limited, of New York City, New York, U. S. A. 
is desirous of acquiring the entire right, title and interest in 
and to each and all of said Letters Patent and the reissued pat¬ 
ent and in and to the inventions described and claimed therein 
subject to the terms and conditions of an Agreement dated 
the 30th day of November 1918 made between myself and Ca¬ 
mille Dreyfus of the one part and the said The American Cel¬ 
lulose and Chemical Manufacturing Company Limited, of the 
other part 

Now, therefore, To all whom it may concern, be it known 
that for and in consideration of the sum of Five Dollars to me 
in hand paid, the receipt of which is hereby acknowledged, 
and of other good and valuable considerations me hereunto 

i moving, I, the said Henry Dreyfus, have sold, assigned, trans¬ 
ferred and set over and do hereby sell, assign, transfer and set 
over unto the said The American Cellulose & Chemical Manu¬ 
facturing Company Limited, subject to the terms and condi¬ 
tions of the said Agreement of 30th November 1918 the Whole 
of the exclusive right, title and interest in and to each and all 
of said Letters Patent and said reissued patent and in and to 

' the inventions therein described and claimed, the same to be 
held by the said, The American Cellulose & Chemical Manu- 

i facturing Company Limited, for its own use and behoof and 
for the use and behoof of its successors, assigns or legal repre¬ 
sentatives subject to the terms and conditions of the said 
Agreement of 30th November 1918. 

In testimony whereof, I have hereunto set my hand, and 
affixed my seal, this nineteenth day of October 1920. 

i (Signed) Henry Dreyfus. 

On this 19th day of October 1920, before me personally ap¬ 
peared Henry Dreyfus to me known, who acknowledged that 
he executed the foregoing instrument for the purposes therein 
mentioned. 

(Signed)-, 
Vice Consul of the United States 

of America at London, England. 
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(Summary) 

EXHIBIT G 

United States Letters Patent of Henry Dreyfus Assigned to Celanese 
Corporation of America 

Date 
No. of 

Patents 
Date 

No. of 
Patents 

Date 

1916. 4 1925. 1934. 

1917. 2 1926. 1935. 

1918. 7 1927. 1936 . 

1919. 6 1928. 1937. 

1920. S 1929. 15 1938. . 

1921. 2 1930. 6 1939. 

1922. 2 1931. 7 1940. 

1923 .. 8 1932. 28 1941. 

1924. 7 1933. 24 1942. 

No. of 
Patents 

Patents Granted to Celanese Corporation of America covering Inventions 
Mhde Jointly by Henry Dreyfus and Others 

Date 
No. of 

Patents 
Date 

No. of 
Patents 

Date 
No. of 

Patents 

1925. ■1 1933. 7 1938. 3 

1928. 1934. 8 1939. 17 

1929 . 1 1935. 4 1940. 5 

1931. 1 1936. 9 1941. 6 

1932. 4 1937.. 7 

United States Letters Patent of Camille Dreyfus Assigned to Celanese 
Corporation of America 

Date 
No. of 

Patents 
Date 

No. of 
Patents 

Date 
No. Of 

Patents 

1924. :.■ 1931. 8 1937. 7 

1925. m 1932. 12 1938.. 9 

1926. if 1933. 8 1939.. 4 

1927. MgJi 1934. 9 1940. 3 

1929.;.. SI 1935. 3 1941. 1 

1930. Hhi 1936.. 3 1942. 3 

1 ■ 
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Patents Granted to Celanese Corporation of America Covering Inventions 
Made Jointly by Camille Dreyfus and Others 

Date 

1924 
192f>. 
192S. 
1929. 
1930. 

No. of 
Patents Date No. Of 

Patents Date 

1 1931. 13 1930.. 
1 1932.... 19 1937. 
1 1933 . 23 1938.. 
4 1934. 12 1939. 
ft j 1935. 17 1940... 

' 1 

No. of 
Patents 

1 

Patents Granted to Celanese Corporation of America Covering Inventions 
Made by Employees of British Celanese Limited 

Date No. of 
Patents Date No. of 

Patents Date No. of 
Patents 

1919. ■1 1928. 13 1930. 81 
1921.. 1929 . 18 1937. 90 
1922_ IjOT 1930. 9 1938. 54 
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IN THE 

United States Court of Appeals 
for the District of Columbia 

No. 8570. 

COMMISSIONER OF INTERNAL REVENUE, 
Petitioner, 

v. 

CELANESE CORPORATION OF AMERICA, 
Respondent. 

i On Petition for Review of the Decision of the Tax Court 
I of the United States. 

BRIEF FOR THE RESPONDENT. 

OPINION BELOW. 

The opinion below is the Memorandum Opinion of the Tax 
i Court of the United States which has not been officially re¬ 

ported but is set out in the Appendix of the Brief of Peti¬ 
tioner at page 32.1 

JURISDICTION. 

i The case involves deficiencies in income taxes of $14,- 
074.20, with penalty of $3,518.55 for the year 1937, and 

i The third sentence in the first paragraph at page 33 of Petitioner’s Ap¬ 
pendix should read: 

“In the tax years, petitioner was, and had been for some time, the 
owner of the patents and processes, and, therefore, the payments which 
it was making for them could not be royalties.’’ 
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$7,253.08 with penalty of $1,831.27 for the year 1938, against 
Respondent as a withholding agent. The appeal is taken 
from a decision of “no deficiency’’ entered by the Tax Court 
of the United States January 27, 1943 (Pet. App., p. 35). 
The case is brought to this Court by a petition for review 
filed April 26, 1943, pursuant to the provisions of Sections 
1141 and 1142 of the Internal Revenue Code. 

! QUESTION PRESENTED. 

i The ultimate question is whether certain payments made 
by the Respondent, Celanese Corporation of America, to 
One Henri Dreyfus, a non-resident alien individual, in 1937 
and 1938 were subject to the income tax withholding pro¬ 
visions of the revenue acts.1 The answer to that ultimate 
question depends upon the answers to the following two 
questions, which are presented to the Court by Petitioner 
for decision: 

1. Were these payments “royalties for the use of or for 
the privilege of using in the United States patents, * * * 
secret processes * * * and other like property;”2 or were 
they payments for the purchase of personal property on a 
sale ?3 

2. Even though the payments were not royalties, were 
they nevertheless subject to the income tax withholding pro¬ 
visions of the revenue acts? 

If these payments are held to be payments for the pur¬ 
chase of personal property, they were not subject to the in¬ 
come tax withholding provisions, and the Respondent is not 
liable for the deficiency in tax proposed by Petitioner. The 
Tax Court so held, and its judgment should be affirmed. 

1 Sec. 143(b), Revenue Acts of 1936 and 1938 (49 Stats. 1700; 52 Stats. 511). 
2 See. 119(a)(4) Revenue Acts of 1936 and 1938 (49 Stats. 1693; 52 Stats. 

503). 
3 Sec. 119(e) Revenue Acts of 1936 and 193S (49 Stats. 1693; 52 Stats. 503). 
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STATUTES INVOLVED. 

The relevant provisions of the statutes involved are set 
out in Petitioner’s Brief at pages 2, 3 and 4, 
12. & 4L - J2. 

STATEMENT OF FACTS. 

'd^r 

The Facts were stipulated before the Tax Court (Pet. 
App. p. 35). 

Prior to November 30, 1918, Henri and Camille Dreyfus 
were citizens and residents of Basle, Switzerland. They had 

i invented and owned certain secret manufacturing processes 
upon some of which patents had been granted by the United 

! States. On November 30, 1918, they entered into two con- 
i tracts with the Respondent, an American corporation. By 
I the first contract, called the Sales Agreement, the Dreyfuses 
i assigned and made over to the American corporation their 

processes and patents with full and exclusive right and au¬ 
thority to manufacture and sell in the United States, its 

i territories and dependencies, Mexico, Cuba and South 
America. By the second contract the Dreyfuses became 
“Managing Directors” of the corporation. These contracts 

I vrere executed by the Dreyfuses in London, England. Sup- 
! plemental to these contracts, the Dreyfuses executed assign- 
i ments to Respondent of several hundred patents, which 

were the subjects of the Sales Agreement, which assign- 
i ments were duly recorded at the United States Patent Office 

(Exh. F, Pet. App. p. 57). 
Throughout the period involved Henri Dreyfus was a 

non-resident alien, at first residing in Basle, Switzerland, 
and later in London, England. At no time did he have an 
office or place of business or engage in any trade or business 

i in the United States. In 1937 the Respondent corporation 
paid Henri Dreyfus $140,742.04 under the Sales Agreement 
and $30,000 under the second contract. In 1938 it paid him 
$72,530.79 under the Sales Agreement and $30,000 under 

i the second contract. The Respondent corporation did not 
i withhold income tax on these payments to Henri Dreyfus. 
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On June 13, 1941, the Commissioner of Internal Revenue, 
Petitioner, mailed the Respondent a deficiency notice as¬ 
serting that it should have withheld the tax on the pay- 
iments to Henri Dreyfus in 1937 and 1938 under the Sales 
Agreement, and determining against it the deficiencies and 
penalties in question. The Respondent petitioned the Tax 
Court of the United States, which decided the case in its 
favor, entering a judgment of no deficiency. 

I The controversy revolves around the construction of the 
Sales Agreement of November 30, 1918. The Respondent 
claims, and the Tax Court held, that the payments to Henri 
Dreyfus under the Sales Agreement were upon a sale of 
personal property outside the United States, and 
that, therefore, none of the payments was subject to the 
withholding tax provisions. The Petitioner claims that 
such payments were in fact royalties for the use of patents 
and secret processes in the United States and were, there¬ 
fore, subject to the withholding tax provisions, and further 
that even if the payments were not royalties, they were nev¬ 
ertheless subject to the withholding tax provisions as in¬ 
come from sources within the United States. 

I The contracts of November 30, 1918, are printed in full 
text as Exhibits “A” and “D” at pages 38 and 52 of the 
Appendix to Brief of the Petitioner, 

i The key provisions of the Sales Agreement are in para¬ 
graphs numbered 2, 8 and 11 thereof, which are as follows: 

“2. The Vendors hereby assign and make over to the 
Purchaser and its successors and assigns, the said pro¬ 
cesses and the full benefit thereof with the full and ex¬ 
clusive right and authority to manufacture and sell in 
the Purchaser’s area, namely, in the United States of 
America, its territories and dependencies and also sim¬ 
ilar rights in Mexico, Cuba, and the countries of South 
America provided patents are taken out by the pur¬ 
chasers in any of the said countries in which purchasers 
may wish to do business (but not elsewhere) articles 
made under, by or in accordance with the said processes 
or any of them, and articles in or for which the said 
articles can be used, or any improvements thereon, or 
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any modifications thereof, and also generally all other 
i processes of manufacture or inventions which have been 

or will be discovered in the future or acquired in any 
i way by either or both of the Vendors in connection with 

the said processes. 

“8. The Purchaser hereby agrees -with each of the 
Vendors his executors, administrators and assigns that 
it pay to him his executors, administrators or assigns 

i year by year so long as the Purchaser continues in ex¬ 
istence Three per cent (making Six per cent in all) of 
the net profits of the Purchaser for each of the years 
which the Purchaser determines to distribute by way 
of dividend bonus or otherwise in priority to the re¬ 
muneration of the Directors of the Purchaser and in 
priority to any payment by way of dividend bonus or 
otherwise to the shareholders of the Purchaser and that 

i it will not make any distribution of profits by way of 
1 dividend bonus or otherwise without having first set 

aside and paid the said percentages of its profits. 
****** 

“11. As further consideration for the sale and as¬ 
signment of the said processes patents and patent 
rights and of the covenants by the Vendors herein con¬ 
tained the Purchaser shall issue to the Vendors or to 
their nominees 150,000 shares without nominal or par 
value of the Common Stock of the Purchaser such 150,- 
000 shares of Stock to be credited as fully paid up and 
non-assessable. 

Other paragraphs of the Sales Agreement provide that 
the vendors will give the purchaser the benefit of improve¬ 
ments, modifications or new inventions in connection with 
the processes and patents transferred (par. 3); that the 

1 vendors will give the purchaser such assistance as may be 
required to enable the purchaser to manufacture to the best 
advantage (par. 4); that the vendors during the continuance 
of the agreement will not make, use or vend under the proc¬ 
esses and patents within the purchaser’s area and will not 

1 grant any license to any other person within the area (par. 
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5); that the purchaser will do everything necessary to keep 
the patents in full force and effect (par. 12). 

The second 1918 contract (Ex. D, Pet. App. p. 52) pro¬ 
vided that the Dreyfuses were appointed Managing Direc¬ 
tors of the Respondent Company for a period of fifteen 
years, and should be generally responsible for the manage¬ 
ment of the technical side of the Company’s business. 
As remuneration the Dreyfuses were jointly entitled to a 
salary of $20,000 for the first year, subsequent salary to be 
determined from year to year by mutual agreement. Prior 
to the expiration of this contract a further agreement dated 
October 2, 1933, was entered into continuing the employ¬ 
ment of the Dreyfuses as Managing Directors at an annual 
compensation of $60,000 (Exh. E, Pet. App. p. 54.) 

SUMMARY OF ARGUMENT. 

The tax withholding provisions of the revenue acts do 

not apply to the proceeds from the sale of property. The 
Sales Agreement here involved, and the supplemental as¬ 
signments, constitute sales of the patents and processes, 
since by them title was transferred, and the vendors re¬ 
served to themselves no part of a proprietary interest 
within the United States. The payments were not royalties 
for the use of or for the privilege of using the patents and 
processes. 

Petitioner bases his contention upon a broad interpreta¬ 

tion of the word “royalties”, whereas the statute is specific 
in its definition, subjecting to the withholding tax royalties 
for the use of or for the privilege of using, and excluding 

from the withholding tax, as the Regulations of the Treas¬ 
ury Department clearly show, purchase price payments 
upon the sale of property. 

The so-called “limitations and restrictions” contained in 
the Sales Agreement were merely conditions subsequent or 
collateral covenants which did not prevent the passage of 
absolute title to the patents and processes, and were not, 
as Petitioner contends, reservations of proprietary interest. 
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! ARGUMENT. 

I. 
! THE TRANSACTIONS BETWEEN THE PARTIES CON- 
i STITUTED A SALE. 

i The Sales Agreement and Assignments. 

The difference between a sale and a license in respect to a 
i patent is the same as the difference between a sale and a 
i lease in respect to other personal property. If title is trans¬ 

ferred for a price, the transaction is a sale, 
i The stipulation between the parties before the Tax Court 
I states categorically (par. 8, Pet. App., p. 36): 

“The said processes, rights and patents referred to 
in the contract of November 30, 1918, Exhibit A, and 
mentioned in paragraph 3 thereof, were transferred to 
petitioner ” (Italics ours.) 

This stipulation is sufficient to conclude the controversy. 
If the processes and patents wTere “transferred”, they 
clearly were not merely licensed. 

But even if there had been no stipulation, two features 
of the transaction determine it to be a sale and not a license. 
The first is the language of the conveyance clause of the 
Sales Agreement. Throughout the Dreyfuses were referred 
to as “Vendors” and the corporation as “the Purchaser”. 
The conveyance clause (par. 2, Pet. App. p. 39) says, 
“The Vendors hereby assign and make over to the Pur¬ 
chaser and its successors and assigns”. Certainly that is 
the language of a conveyance of title. 

The second determining feature is to be found in the as¬ 
signments of the patents (Ex. F. Pet. App., p. 57), recorded 
with the Patent Office. The assignments provided that 
whereas the Corporation “is desirous of acquiring the en¬ 
tire right, title and interest in and to each and all” of the 
patents and inventions, the vendor does thereby sell, assign, 
transfer and set over “the Whole of the exclusive right, 
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title and interest in and to each and all” of the patents and 
inventions. If there be doubt as to the scope of the language 
in the Sales Agreement itself, there is no doubt as to the 
language of these assignments. They clearly conveyed title 
to the American patents. 

i A patent is an exclusive right within the political terri¬ 
torial boundaries of the government which issues the pat¬ 
ent. A patent is property which is assignable and salable. 
If a process be patented and the inventor sells the patent, 
he has nothing of the process left so far as the territory of 
the political unit which granted the patent is concerned. 
These processes which belonged to the Dreyfuses were pat¬ 
ented in the United States. When the Dreyfuses transferred 
to the Respondent the title to the American patents, ob¬ 
viously nothing remained in them by way of title to the pro¬ 
cesses so far as the United States was concerned. It cannot 
be argued that when they sold the patents they thereby 
merely licensed the processes. 

To be sure, the Sales Agreement contained terms and con¬ 
ditions, and the assignments of the patents made reference 
to and were made subject to those terms and conditions. 
Petitioner makes much of these terms and conditions, char¬ 
acterizing them as “restrictions and limitations”, and con¬ 
tending that they translate into a license what otherwise 
would clearly be a transfer of title. But conditions, restric¬ 
tions and limitations are familiar features of contracts of 
sale. Conditions subsequent and concurrent are familiar 
features of consummated sales. The Petitioner’s conten¬ 
tions follow a familiar line of argument invariably advanced 
in cases where parties are attempting to construe as leases 
or licenses, agreements which contain limitations, restric¬ 
tions or conditions. But it is well established that the mere 
presence of terms or conditions does not translate into a 
license or lease what is actually a sale. The determining 
feature is that if there be a transfer of title, the contract 
is a sale. 
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One other test, or perhaps merely another version of the 
i same test, has been stated in some of the cases. It has been 
i held that the line between sale and license depends upon 
1 whether or not the patentee has divested himself of an un¬ 

divided share of his exclusive right, throughout or within 
• a specific part of the United States. U. S. v. Gen. Electric 
1 Co., 272 U. S. 476, 489. Thus, for example, if the patentee 

retains to himself the right to manufacture or sell the pat¬ 
ented articles within the designated territory, the transfer 

1 is a license and not a sale; and conversely. Becton, Dickin¬ 
son <& Co. v. Eisele <& Co., 86 F. (2d) 267. 

Measured by this alternative test, the transaction in the 
I pending case was clearly a sale. The vendors transferred 

their complete rights within the United States and other 
• territories described in the Sales Agreement, reserving to 
1 themselves no right to manufacture or sell therein. 
i The Regulations of the Treasury Department clearly 

specify the treatment of proceeds of sales of personal prop¬ 
erty. They provide: 

“His (a non-resident alien individual not engaged in 
i trade or business within the United States and not hav¬ 

ing an office or place of business therein at any time 
i during the taxable year) taxable income does not in¬ 

clude * * # profits derived from the sale within the 
United States of personal property or real property 
located therein” (Art. 212-1 (a) of Regs. 94, 101 and 
later regulations); 

and again: 

“The income derived from the sale in the United 
States of property, whether real or personal, is not 
fixed or determinable annual or periodical income.” 

i (Art. 143-2 of Regs. 94, 101 and later regulations). 

! The Authorities Support the Decision of the Tax Court. 

In a very early case, the Supreme Court firmly estab- 
I lished the controlling principle with regard to the transfer 

of patents. Littlefield v. Perry, 88 U. S. 205. In that case it 
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was contended, as Petitioner contends here, that the con¬ 
tracts and assignments constituted only the grant of a li¬ 
cense (p. 216), 

“Because it was stipulated that the patentee should 
sue all infringers ‘in his own name’, or otherwise; 
showing the intent of the patentee to retain the control 
of the patents. 

“Because he reserved a premium or royalty on each 
stove to be manufactured # 

“Because (purchasers) were required to account to 
him in a particular manner for all stoves made and sold 
by them. 

“Because there was a provision by which the con¬ 
tract might become ‘inoperative and void’, and by 
which ‘all the rights and interest * * * conveyed’ were 
to ‘revert’ to the patentee, in the event that (pur¬ 
chasers) neglected and refused to make and sell the 
stoves mentioned.” 

The Court said (pp. 219, 220): 

“The title of the complainant in this case grows out 
of what is termed in the answers ‘ a grant and supple¬ 
mentary agreement,’ executed in ‘two parts,’ between 
Littlefield, the patentee, and Treadwell & Perry. The 
‘grant’ is one of the parts, and the ‘supplementary 
agreement’ the other. The grant, taken by itself, con¬ 
tains, in most unmistakable language, an absolute con¬ 
veyance by the patentee of his patent and inventions 
described, and all improvements thereon, within and 
throughout the States of New York and Connecticut, 
and an agreement by the assignees to pay a royalty on 
all patented articles sold, with a clause of forfeiture 
in case of non-payment or neglect, after due notice, to 
make and sell the patented articles to the extent of a 
reasonable demand therefor. This grant was duly re¬ 
corded in the Patent Office six days after its execution. 

“The supplementary agreement was never recorded. 
It contained, among other things, a stipulation to the 
effect that nothing in the assignment should give to 
Treadwell & Perry the right to use or apply the prin¬ 
ciple of the patent to furnaces erected in cellars or base- 
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ments of houses for the purpose of heating several 
rooms, it being the intention of the patentee to reserve 
that to himself. It also contained certain other stipula¬ 
tions between the parties intended for the protection 
of their respective rights and the regulation of their 
conduct under the assignment. The defendants now 
contend that by reason of this reservation, and these 
several stipulations, the title of Treadwell & Perry, un¬ 
der the grant, has been reduced from that of assignees 
to mere licensees. 

“Undoubtedly, for the purpose of ascertaining the 
intention of the parties in making their contract, the 
two instruments, executed as they were at the same 
time, and each referring to the other, are to be con¬ 
strued together. If, when so construed, they shall be 
found to convey to the assignees the title to the patent 
and inventions and grant a license back from the as¬ 
signees to the patentee of the right to use the patent 
and its principle in the manufacture of the designated 
furnaces, the Circuit Court had jurisdiction of the 
cause. 

“When the ‘grant’ was placed on record, Treadwell 
& Perry became the apparent owners of the entire pat¬ 
ent and inventions throughout the specified territory. 
Neither the agreement to account and pay the royalty 
nor the clause of forfeiture for non-performance con¬ 
tained in that instrument reduced them to the position 
of licensees. The agreement to account and pay formed 
part of the consideration of the assignment, and was 
in effect an agreement to pay at a future time a sum 
to be determined by the number of articles made and 
sold. For the non-payment or other non-performance 
a forfeiture might be enforced as for condition broken, 
but until it was enforced the title granted remained 
in the assignees.” 

Thus, it was early established that the familiar reservations 
as to payments and other limitations could not operate to 
transform a sale into a license. 

In the recent case of Rotorite Corporation v. Commis¬ 
sioner, 117 F. (2d) 245 (CCA-7th), a tax case, the taxpayer 
as owner of certain patents had entered into an agreement 
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in 1929 with the Sunbeam Electric Manufacturing Company, 
whereby Sunbeam was granted the exclusive right to manu¬ 
facture and sell machines under the patents subject to the 
payment of specified royalties. In 1933 Sunbeam was 
granted an option to purchase the patents, the price to be 
reduced by the amount of all royalty payments made after 
the date of the option and prior to its exercise. During 1933 
and 1934 the taxpayer received royalty payments under the 
contract which were reported in its returns as royalty in¬ 
come. During the year 1935 Sunbeam continued to make 
royalty payments until June 13, at which time it advised 
the taxpayer by letter that it intended to exercise its option 
to purchase at such time as the total royalty payments 
equaled the stipulated option price. During the two months 
following June 13, payments completing this balance due 
were paid to the taxpayer, which thereupon assigned the 
patents to Sunbeam. 

The majority of the Board of Tax Appeals held that the 
payments received prior to June 13, 1935, were royalties 
and those received thereafter were payments on the pur¬ 
chase price (40 B.T.A. 1303). An able dissent, concurred in 
by five other members of the Board, reasoned that the tax¬ 
payer was entirely correct in claiming that all the 1935 pay¬ 
ments should be recognized for income tax purposes as pay¬ 
ments of the purchase price. 

! The Circuit Court of Appeals reversed the Board and, in 
agreement with the dissenting Members, held that all the 
payments made in 1935 were “purchase money payments”. 
The Court reasoned that the parties well knew during all of 
1935 that the installment payments were to be used as pur¬ 
chase price payments. 

! A significant aspect of the Rotorite case in relation to 
tfie present controversy is the treatment given the payments 
made after June 13,1935. The Commissioner’s original posi¬ 
tion regarding those particular payments was that even 
though the agreement between the parties became on that 
date an agreement of sale, the payments were described as 
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royalties in the agreement and the Commissioner insisted 
i that they were royalties. But before the Board the Commis¬ 

sioner conceded that the payments after June 13 were not 
• royalties but were proceeds of sale, and this view was con¬ 

firmed by the Board, both in the majority and minority 
opinions, and by the Circuit Court of Appeals. 

In another decision, Commissioner v. Hopkins on, 
i 126 F. (2d) 406 (CCA—2nd), affirming 42 B. T. A. 580, 

the Board had held that an agreement whereby a 
i patentee “does grant, bargain, sell, convey, transfer, as¬ 

sign, set over and deliver” certain patent applications to a 
' corporation, in consideration of the corporation’s promise 

to pay the patentee certain amounts realized from manufac¬ 
ture and sale of the patented products and from licensing 

1 agreements, followed by recordation both of the general 
assignment and of the individual assignments of each pat¬ 
ent and patent application, was a contract for the sale of 

1 capital assets, and the moneys received thereunder were 
capital gains rather than royalties. The Circuit Court of 

1 Appeals affirmed the Board’s conclusion and said in part: 

“A consideration of parts of the contract, which the 
Board had before it but had no occasion to include in 
its findings in view of the Commissioner’s then appar¬ 
ent willingness to treat the contract as one for the sale 
of capital assets, shows that the parties throughout 
used language apt to transfer to the purchaser, so- 

i called, all of the rights of the seller. The contrast be¬ 
tween it and a contract for royalties is made especially 
plain by the fact that a then existing royalty agree¬ 
ment between the parties w^as expressly cancelled. 
Their intention, as shown by their language in the con¬ 
tract, was to have the ‘seller’ sell and the ‘purchaser’ 
buy the property. The payment of the purchase price 
"was to be in accordance with a computation to be made 
by using a stated amount per unit manufactured by the 
purchaser or any of its subsidiaries or affiliated com¬ 
panies under the patents or inventions; adjustable, 
however, to a percentage of the royalties payable to the 
purchaser should it grant licenses under which it would 



14 

receive royalties having an average rate less than it 
was paying the seller. The purchaser also agreed to 
pay the seller one-fifth of the net royalties received by 
it or any of its subsidiaries or affiliated companies from 
licensees not subsidiaries or affiliated companies of the 
purchaser and was to make other payments equal to a 
portion of the proceeds of its sales of products made 
under the patents. There 'were also contingent provi¬ 
sions for making lump sum payments in lieu of a con¬ 
tinuing series of payments. This manner of paying 
for the property by the purchaser was but an install¬ 
ment plan which did not lessen the full and complete 
title to the property which was transferred to the pur- 

i chaser and which gave it the rights of an absolute 
owner. Helvering v. Elbe Oil Land Development Co., 
303 U. S. 372, 58 S. Ct. 621, 82 L. Ed. 904; Littlefield v. 
Perrv, 21 Wall. 205; 88 U. S. 205, 22 L. Ed. 577; Rude 
v. Wescott, 130 U. S. 152, 9 S. Ct. 463, 32 L. Ed. 888; 
Green v. LeClair, 7 Cir., 24 F. 2d 74.” (Italics added.) 

In Helvering v. Elbe Oil Land Development Co., 303 U. S. 
372, one of the cases cited by both Board and Court in the 
Hopkins on case, the taxpayer had conveyed all its right, 
title and interest in certain oil properties to another com¬ 
pany, the latter agreeing to fixed sums in each of four years 
land in addition, after reimbursement for all its expenditures 
in the acquisition, development and operation of the proper¬ 
ties, to pay monthly one-third of the net operating profits. 
The inquiry before the Court was concerned with the tax¬ 
payer’s claim to 27*4 per cent depletion with respect to two 
of the fixed payments under the contract, the answer de¬ 
pending upon whether the payments were royalties or pur¬ 
chase money. Sustained in the lower Court taxpayer’s 
claim that the payments were royalties was reversed. 

The Elbe decision establishes that royalties (the same 
word appearing in the statute in several places) are payable 
only to one who, having retained legal title, still has a cap¬ 
ital investment in the property, and that installment pay¬ 
ments of the purchase price are “in a different category”. 
The decision is likewise authority for the proposition that 
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“purchase price” need not be a fixed or determinable sum 
at the time of the sale. Also, it is significant that certain 
covenants there claimed by the Commissioner (as in the 
present case) to be “limitations” preventing the passage 
of title, were held not to qualify in any way the effect of the 
transaction as an absolute sale. 

Although a decision of the Tax Court is now under re¬ 
view, two recent decisions of the Tax Court on this subject 
contain reasoning eminently sound and indicative of a con¬ 
sistent position toward sales of patents and treatment of 
the proceeds. In Lester P. Barloiv, TC Memo Dec. (P-H 
§ 43,237), May 19, 1943, an inventor had sold his patent to 
the Marlin Company in 1917, and in 1940 became entitled 
to a substantial award for infringement from the United 
States, the Marlin Company having assigned this claim to 
the inventor in satisfaction of his claims against it. The in¬ 
ventor included the award in income as long-term capital 
gain of which only 50 per cent was taxable. The Commis¬ 
sioner insisted that the payment was not proceeds of sale, 
that the contract with Marlin was not a sale but a licensing 
agreement. 

It is significant that the consideration for the 1917 sale 
was $50,000 plus 49 per cent of the profits or royalties re¬ 
ceived by Marlin, a price even more uncertain in amount 
and directly related to earnings than in the present instance. 
Nevertheless, the Court held the payment in 1940 to be pro¬ 
ceeds of sale, and upheld the taxpayer. The entire opinion 
is illuminating, since some of the arguments raised by the 
Commissioner were identical with those presented by him 
in this case. 

In a still later decision, Associated Patentees, Inc., TC 
Memo Dec. (P-H § 43,407), August 31, 1943, one of the is¬ 
sues before the Tax Court was whether the taxpayer had 
previously bought the legal and equitable title to certain 
patents, the consideration for which was 50 per cent of the 
royalties received by the taxpayer from others for use of 
the patents, with the result that the payments made to the 
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sellers of the patents were installments of purchase price. 
The Tax Court held that the payments were consideration 
fpr assets acquired, and in so doing upheld the view of the 
Commissioner, which was the exact reverse of the view 
urged by him in the present instance. There again the pay¬ 
ments represented a percentage of profits (more nearly re¬ 
sembling royalties than the payments under the Sales 
Agreement of 1918 in the present case) and were in fact 
denominated royalties by the parties. 

Thus, the decisions of the Courts, including the Tax 
Court, are consistent in holding that reservations in the 
seller, similar to those involved here, do not preclude the 
vesting of full title in the purchaser. Likewise, the decisions 
cited by Petitioner and discussed elsewhere in this brief, 
sustain that principle. The controlling rule is a simple one. 
If there be a transfer of title, the transaction is a sale. That 
there was such a transfer in this case is unmistakable. 

Petitioner’s Contentions. 

Petitioner points to several “restrictions and limita¬ 
tions” upon which he rests the claim that the Sales Agree¬ 
ment of 1918 constituted a license and not a sale. 

The first of these so-called “restrictions and limitations” 
is found in Clause 5 of the Sales Agreement. (Ex. A, Pet. 
App., p. 40.) Under this clause the vendors agreed not to 
license any other persons in the purchaser’s area, and fur¬ 
ther agreed, if called upon to do so by the purchaser, and at 
the purchaser's expense, to take any and all steps necessary 
to prevent any use or infringement of the transferred pat¬ 
ents and secret processes by any person acting without the 
sanction of the purchaser. 

Petitioner suggests that these precautionary provisions 
constituted a restriction or limitation on the assignment, 
preventing the passage of clear title. Certainly it cannot 
reasonably be concluded that the agreement not to license 
other persons made the contract itself only a license. The 
vendors had been carrying on certain operations in Europe, 
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and it was not the purpose of the Sales Agreement to deal 
or interfere with those operations in any way. Licenses 
might be granted by the vendors in connection with their 
European operations, and this clause wras merely a mild 
expression of precaution against overlapping. 

As to the promise to assist in preventing infringement, 
Petitioner has neglected the significant detail that this be¬ 
came operative only upon request of the purchaser, as we 
have indicated by italics. His apparent claim that by this 
provision the vendors reserved the right to protect their 
patents and processes is wholly without foundation. No 
right was reserved to the vendors, but an obligation or duty 

was imposed upon them, not for their protection but solely 
for the protection of the purchaser, at the request of the 
purchaser, and at the expense of the purchaser. The 
purchaser on the other hand was entirely free to 
permit anyone it chose to use the patents and 
processes. The immediate purpose of the insertion 
of this provision in the Agreement was undoubtedly to 
cover any cases where infringements had been committed 
prior to the assignment of the patents to the purchaser 
from the vendors; for in those cases actions at law might 
well have to be brought in the name of the vendors, the per¬ 
sons who held the legal title to the patent right -when it was 
infringed. Walker on Patents, Sixth Edition, page 541; 
Moore v. Marsh, 7 Wall 515; Krieger v. McFadden, 43 F. 
Supp. 170,172. The sole additional effect of the clause was 
to give the new owners the benefit of the assistance of the 
scientists who perfected the inventions. 

It would hardly be claimed that a covenant to defend 
title appearing in a deed to real property represented a 

“retained right” of such a nature as to defeat conveyance 
of full title. The same reasoning applies to the present 
situation. 

Secondly, the Petitioner calls attention to Clause 8 

under -which the annual payments to the vendors are to 
continue “so long as the Purchaser continues in existence” 
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(Brief, p. 9). From this he infers that “when the purchas¬ 
ing corporation ceases to exist, there will be an abandon¬ 
ment of the processes and of the covering patents” upon 

which event the properties wdll be returnable to the Drey¬ 
fus brothers. The conclusion is entirely unwarranted. 
The contract specifically deals with the condition under 

which the patents and processes were to be returnable to 
the vendors, and that condition wTas the winding up or dis¬ 
solution of the purchaser within ten years from the date 
of the agreement (Clause 13). If the possible return of 
the property under contract provisions was ever a restric¬ 
tion upon the complete transfer, it ceased to be effective in 
1928 and has no bearing upon this case. Furthermore, the 
contract provides, in the event of liquidation of the pur¬ 
chasing corporation, for the payment of a capital sum rep¬ 
resenting the capitalized value of the percentages payable 
to the vendors (Ex. A., Clause 9, Pet. App. p. 42) and does 
not provide under any circumstances for return of the pat¬ 
ents and processes after the end of the 10-year period. We 
do not suppose that Petitioner means to argue that the 
right to recover property upon failure of the purchaser to 
iheet payment of the price, negates a sale in the first in¬ 
stance. 

Petitioner describes the annual payments stipulated in 
Clause 8 as “three per cent of the corporate profits”. This 
is an inaccurate reference; the percentage was not of cor¬ 
porate profits, but of the amounts set aside out of profits 
for corporate distribution. Thus the consideration for the 

sale w’as quite dissimilar from the typical royalty payment, 
wrhich is usually a percentage of gross profits or a per¬ 
centage of the sales price of a particular article. The 
essence of the agreement between these particular parties 

was that the amount to be paid should be determined by 
the results of production. Had efforts to successfully de¬ 
velop and use the patents and secret processes failed, the 
purchaser would not have been obligated to pay the full 
stipulated purchase price. 
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Adoption of a measure of payment that was contingent 
upon success of the enterprise rather than a fixed sum is 

not inconsistent with the concept of a purchase and sale, 
as the authorities hereinabove cited show. 

Thirdly, Petitioner directs attention to Clause 12, re¬ 

quiring the purchasing corporation or its assigns to work 

the patents and keep them in full force and effect, in de¬ 
fault of which the vendors may work the patents in the 
purchaser’s area in such manner as to keep them alive. 
However, the vendors in such case would work the patents 
at the purchaser's expense and obviously for the pur¬ 
chaser’s benefit. Clause 12 also provided for possible 
abandonment of particular patents by the purchaser and 
their re-transfer to the vendors. 

Three expressions, which we have noted by italics, in 
this Clause 12 completely negative Petitioner’s inferences 
in respect to it. The Clause specifically refers to assigns 

of Respondent. It clearly puts a duty on the vendors at 
Respondent's expense. It refers to “re-transfer”. These 
expressions make clear the complete initial transfer of the 
property to Respondent. 

The purpose of this Clause is obvious. The sales price 
of the patents and processes depended on the success of 
the enterprise as a whole, and this in turn depended upon 
the success of each and every patent and process trans¬ 
ferred. The vendors wished that all the workable patents 
be kept in force. 

Clause 12 cannot be construed as a restriction or limi¬ 

tation on the transfer at all; it was certainly not such a 
restriction as to convert the sale into a royalty agreement. 

Even if neglect of a patent would entitle the vendors to 
recover it, such a provision is a condition subsequent, and 
the decisions already discussed herein make clear that a 

condition subsequent does not prevent a patent assignment 
from being an absolute conveyance of title. 

Fourthly, the Petitioner mentions Clause 13, the “ten- 

year clause”, in which the vendors were given the right to 
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have the patents and processes retransferred to them in 
the event that, prior to November SO, 1928 (i. e., within ten 
years from the date of the Agreement) the purchaser was 
adjudicated bankrupt, or had a receiver of its property 
appointed in involuntary proceedings, or was dissolved or 
wound up (Ex. A, Pet. App., pp. 43, 44). This clause, it is 
apparently claimed, represents a reserved right to such an 
extent that the assignment of patents and processes was 
merely a license to use and not an absolute transfer of title. 
In the first place, even during the term of its effectiveness, 
this Clause was merely a condition subsequent, and as we 
keep repeating, such a condition does not prevent passage 

of full title. In the second place, and entirely conclusively, 
the Clause expired in 1928 and was of no more effect in 
1937-8 than if it had never been in the Agreement. If it 
were a restriction upon the transfer of title for ten years, 

title nevertheless became absolute in 1928. This provision 
obviously was inserted in the Agreement to provide the 
vendors with some measure of security during the forma¬ 
tive years of the purchaser. See Boesch v. Graff, 133 U. S. 
697, 701, and other cases already discussed herein. 

Fifthly, the Petitioner draws from Clause 14 the wholly 
unwarranted inference that the clause “impliedly pro¬ 
hibits the purchasing corporation from selling the proc¬ 
esses or patents”, since it allegedly permits the purchaser 

only the right to “sub-license” them. This argument is 
particularly specious, even though it only purports to rest 
upon an implication. There was nothing in the Agreement 
to prevent a sale of the patents by Respondent. At vari¬ 
ous places in the Agreement mention is made of “the Pur¬ 
chaser or its assigns'’ (Clause 12, for instance), and this 
language clearly presupposes the possibility of resale by 
the purchaser. The purpose of the clause was to make any 
licenses or “sub-licenses” granted by the purchaser sub¬ 
ject to the “ten-year clause” so that the measure of pro¬ 
tection afforded the vendors by Clause 13 during the 
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earlier years would not be completely defeated by reason 
of outstanding licenses which would prevent recapture of 
the patents and processes in the event of financial failure 
of the purchaser. Such licenses, if unconditional, wrould 
doubtless be available to the purchaser’s creditors in in¬ 
solvency proceedings and the patents affected might be 

entirely lost to the parties. 
The Petitioner stresses the casual use of the words “sub¬ 

license” and “sub-licensee” in the Sales Agreement. 
These words appear, not in the parts of the Agreement 
dealing directly with the transfer of patents and processes, 
but in some of the collateral covenants. At no point in the 
Agreement is the purchaser described as a “licensee”. In 

fact, the word “sub-license” appears only three times in 
the Agreement and the word “sub-licensee” only once, 
while the word “Vendors” is used fifty-two times and the 
word “Purchaser” sixty-seven times. No special signifi¬ 
cance can be attached to words casually used with respect 
to possible subordinate relationships but in no instance 
with respect to the primary relationship of the parties. 
Petitioner grasps at straws. 

Sixthly, the Petitioner mentions the “reciprocal agree¬ 
ments that each party will give the other the benefit of any 
improvements, modifications and new inventions relating 
to the processes” (Brief, p. 10; Ex. A, Clauses 3, 7, 12,13, 

Pet. App., pp. 39-44). Exactly how these covenants con¬ 
stitute obstacles to the vesting of title is not explained. 
It is apparent that these covenants were entirely separate 
from the basic purchase and sale transaction, and do not 
serve to substantiate the Petitioner’s view in the slightest. 

Such are the clauses of the Sales Agreement upon which 
the Petitioner bases his claim that the transaction was not 
a sale but a licensing arrangement. Upon examination of 
the clauses, however, it appears that not one of them con¬ 
stitutes a “vital restriction and limitation” upon the trans¬ 

fer as is claimed, nor do the clauses in the aggregate con- 
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stitute anything more than practical details and working 

arrangements entirely consistent with a purchase and sale 
■with deferred payments. 

Turning from the Sales Agreement itself, the Petitioner 
seizes upon a phrase in another agreement between the 
parties dated December 31, 1922 (Ex. B, Pet. App., p. 46), 
the general purpose of which was to permit a mortgage, 

securing a proposed issue of bonds, to constitute a first 
lien upon the patents and processes transferred and to be 
transferred to the Respondent under the Sales Agreement. 
The context is, “subject, however, * * * as to any such Let¬ 
ters Patent hereafter acquired by the Company, to any 
royalty agreement license mortgage or other lien which 
may be thereon, at the time of the acquisition thereof by 
the Company” (Pet. Brief, p. 47). The three italicized 
words, “royalty agreement license”, are submitted by the 
Petitioner as evidence of the “true intent of the parties” 
to create under the basic 1918 Agreement a license agree¬ 
ment providing for the payment of royalties (Brief, p. 10). 

i The construction of these three wTords urged by Peti¬ 
tioner is not only strained but is directly contradictory of 
the context. The provision refers only to patents “here¬ 
after acquired by the Company”, meaning after December 

31, 1922. There is not the slightest indication that the 
vrords “royalty agreement license” referred to the rights 
and relationships created under the Sales Agreement. Not 
only so, but the words specifically refer to incumbrances 
placed upon the patents while in the hands of the vendors, 
before transfer to Respondent. They have no reference 
whatsoever to that transfer itself or to the Sales Agree¬ 
ment. 

The effect of the agreement of December 31, 1922, was 
that the vendors for certain considerations waived as 

against the trustee under the mortgage a substantial part 
of their purely remedial right under Clause 13 of the 

Agreement of November 30, 1918, to have the patents re- 
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transferred to them in the event of bankruptcy, dissolu¬ 
tion, etc. As has already been pointed out, this right was 
in the nature of a condition subsequent and expired on 
November 30, 1928, long prior to the years in question. 
The partial modification of this right effected by the agree¬ 
ment of December 31, 1922, became inoperative on Decem¬ 
ber 31, 1927, when the bonds issued under the mortgage 
were redeemed in full, and thus expired even prior to 

November 30, 1928. 
As a matter of fact, the agreement of December 31,1922, 

lends substantial support to the conclusion that the Agree¬ 
ment of November 30, 1918, was in reality what it pur¬ 

ported to be, a sales agreement. The 1922 agreement ex¬ 
pressly referred to the Agreement of November 30, 1918, 
as a sales agreement and refers to the Drs. Dreyfus as the 
vendors under that Agreement. And, furthermore, ob¬ 
viously if the Agreement of November 30, 1918, had not 

effected a sale of the patents to the Company, the mort¬ 
gage securing the bond issue of December 31, 1922, could 

not have constituted a lien upon the patents themselves 
under any possible circumstances. 

Petitioner mentions without stressing an argument that, 
since the purchaser of the patents and processes did not 

capitalize the payments, the parties did not consider the 
transaction a sale, and it was therefore a license (Brief, 
p. 11). Of course, book entries are not conclusive for tax 
purposes and if they conflict with the actual facts the 
actual facts are to be followed. 

As the Tax Court stated in its opinion (Pet. App. p. 34): 

** The manner of accounting is not a substantive fac¬ 
tor upon which to determine the character of the 
transaction, otherwise fairly free from ambiguity.’7 

The purchaser never treated these payments as royal¬ 
ties. It treated them on its books as compensation of offi¬ 

cers, both the Dreyfuses being officers. As such, the pay- 
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ments to Henri Dreyfus were not subject to withholding tax, 
his services not being performed in this country (Sec. 119 
(a)(3) of the Revenue Acts). Whether they were compen¬ 

sation of officers or payments of purchase price is immate¬ 

rial to the present controversy because in neither event 
were they subject to the tax. 

Petitioner’s Authorities. 

i The authorities relied on by the Petitioner are no more 
helpful to his argument than the facts themselves. 

! Petitioner (Brief, pp. 8-9) first draws a long inference 
from Garfield v. Western Electric Co., 298 Fed. 659. In 
that case an inventor had assigned his patent application 
absolutely; there was a conflict of applications and the as¬ 
signee refused to press the application; the inventor him¬ 
self sought to obtain the patent by suit. The Court held 
that the inventor had divested himself of all right to main¬ 
tain the suit. The Court obviously intended no general 
proposition that an assignment of an invention must be 
without restrictions, terms or conditions. The comparison 
to sale of a chattel is recognition of the fundamental princi¬ 
ples of the law of sales, to which transactions in inventions 
and patents are no exception. The decision was concerned 

with nothing other than the right to sue for a patent after 
the inventor had sold the application. 

The Petitioner cites several other Federal Court de¬ 

cisions as authority for the proposition that the ‘1 vital 
restrictions and limitations” upon the transfers of patents 
in the pending case compel the conclusion that the Respon¬ 
dent was not a purchaser but a licensee (Brief, p. 10). The 
Petitioner fails to show how these cases support his con¬ 
clusion, which in fact they do not, as the ensuing discussion 
will clearly demonstrate. 

Waterman v. Mackenzie, 138 U. S. 252, was a patent in¬ 
fringement suit involving the right of an assignee to main- 
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tain such suit. Previous discussion herein has shown that the 

Respondent acquired the right to prosecute such actions in 
i its own name, and that what the Petitioner describes as a “re¬ 

served right” on the part of the vendors to maintain suits 
i against infringers was in reality nothing more than a con- 

tractual duty on their part to assist in protection of the 
patents if called upon by the purchaser. In the light of 
the true facts, the Waterman case is authority, not for the 
Petitioner’s claim, but for the Respondent’s position that 
full title to the patents and processes was acquired by the 
Respondent under the Sales Agreement and the supple- 

i mental assignments. The Supreme Court said that the 
grant of an exclusive right to make, use and vend two pat¬ 
ented machines in a certain area is an assignment, confer¬ 
ring title and the right to sue in his own name upon the 
assignee, even though the assignee is prohibited from mak¬ 
ing, using or vending like machines within the area. 

i Six Wheel Corporation v. Sterling Motor Truck Co., 50 
F. (2d) 568, also was a patent infringement suit involving 

i the right of an assignee to maintain the suit. In that case 
i the inventor had made it plain that he intended the inven¬ 

tion to be exploited for his benefit, and under the agree- 

i ment the “assignee” was itself not permitted to manufae- 
i ture, use or sell any devices embodying the invention, 
i Relying largely on the principle stated in the Waterman 

case, the Court concluded that the transaction was a 
I license and not a sale. The Six Wheel Corporation case, 

like the Waterman case, therefore lends strong support to 
the Respondent’s view in this proceeding. 

United States v. General Electric Co., 272 U. S. 476, was 
a suit for injunction under the Anti-Trust laws. Other 
than reciting the doctrine of the Waterman case, supra, 
this opinion is not pertinent here. 

Doherty Research Co. v. Vickers Petroleum Co., 80 F. 

(2d) 809, and Western Electric Co. v. Pacent Reproducer 
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Cory., 42 F. (2d) 116 (Brief, p. 11) were both patent in¬ 

fringement suits involving the rights of assignees to sue. 
Both contain statements of principles similar to those ex¬ 
pressed in the Waterman, Six Wheel and General Electric 
cases, supra. While both contain language helpful to the 
Respondent and not the Petitioner, they merely add cor¬ 
roboration to the previous discussion. The right of the 
Respondent to maintain suits for infringement in its own 

name as assignee and owner of the patents is established 
beyond question. See Celanese Corporation of America v. 
Essley Shirt Co., Inc., 98 F. (2d) 895, involving a suit by the 

Respondent herein for infringement of a certain patent 
acquired under the very Sales Agreement of November 30, 
1918, now under discussion. 
i The last case cited by the Petitioner under Division A 
of his argument is a tax case, Sdbatini v. Commissioner, 
98 F. (2d) 753. The distinction between sales and proceeds 
of sale on the one hand, and licensing arrangements and 
(royalties on the other, is aptly brought out in this case. A 
non-resident alien author, by contracts negotiated by his 

representatives in this country and executed by the author 
in England, granted to publishers and producers the pub¬ 
lication, dramatic and motion picture rights on certain lit¬ 
erary productions, the publishers agreeing to pay a per¬ 

centage of list price or a stated amount for each volume 
pold, and the producers agreeing to pay lump sums in ad¬ 
vance for the privilege of using the dramatic and motion 
picture rights for a stated period of time. 

With respect to the motion picture rights, the Board had 
held the contract to be a sale and since the contract was 
made in England, the sale occurred there and the income 
derived therefrom is not taxable in this country. The 
Court, however, held otherwise, and said: 

“We cannot agree that what occurred was a sale. 
It was instead but a granting of the right to produce 
motion pictures from the works for a limited time. 
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The author remained the owner of his works and 
merely licensed their use for a particular object for a 
period. There was no transfer of title necessary to a 
completed sale.” (Italics added.) 

Since title did not pass to the producers, there was no 
sale, and the sums paid were advance royalties for using 
the property of Sabatini. 

The Sabatini decision does not appear to lend the slight¬ 

est support to the Petitioner’s contentions in this case. On 
1 the contrary, the facts and reasoning of the Sabatini de¬ 

cision bring out clearly the distinction insisted upon by 

the Respondent in this case, namely, that royalties are 
payable only to the owner of property, and payments made 

to one who has surrendered title to the property are by 
definition outside the category of royalties. 

n. 
IF THE PAYMENTS WERE NOT ROYALTIES, THEY 

WERE NOT SUBJECT TO WITHHOLDING. 

In the second phase of his argument, Petitioner attempts 
to establish that even if the transfer here involved was 
technically a full assignment, the withholding provisions 

1 of the revenue laws are broad enough to cover the pay- 
1 ments. Thus, says Petitioner, it is immaterial whether the 

transaction constitutes a sale or a license. The argument 
is strained in part and in remainder wholly elusive. 

Petitioner first refers to some definitions and cases in 

an apparent attempt to enlarge the meaning of the word 
“royalties” in the withholding tax provisions of the stat¬ 

ute. Then he reverts back to the Sales Agreement in this 
case and tries to show “a continuing proprietary interest 
in the processes” on the part of the vendors, which argu¬ 

ment seems to us to constitute an abandonment of the prior 
argument in this part of his Brief, or at least an admission 
that it is not to be relied upon. Then Petitioner invokes 
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a general plea that Congress intended to reach all pay¬ 
ments made out of income earned in this country, saying 
that Section 143(b) of the Revenue Acts “is about as broad 
as language can make it.” He cites and discusses 
seven cases, although frankly stating that in his view 

Sabatini v. Commissioner, supra, “is, we believe, the only 
case directly dealing with the intended scope of the with¬ 

holding statute” (Brief, p. 18). 
None of the foregoing was presented to the Tax Court, 

as the opinion clearly shows. As a new point of law, raised 
for the first time in this Court, it is not available to Peti¬ 

tioner now. 
But even if the Court permits the argument to be pre¬ 

sented, it is valueless to a decision of the case. This whole 
Division B of Petitioner’s Brief is merely a tortured at¬ 

tempt to avoid the plain provisions of the statute itself. 
The Court need look no further than the words of the Rev¬ 
enue Acts to perceive the meaning of the words used, the 
scope of the tax withholding provisions, and the intent of 
Congress. 

i Section 143(b) of the Revenue Acts is, as we have said, 
the income tax withholding provision dealing with non¬ 
resident aliens. It does not use the word “royalties”, but 
in broad terms applies to “fixed or determinable annual or 
periodical gains, profits, and income.” Then it limits the 
breadth of its terms, saying “but only to the extent that any 
of the above items constitutes gross income from sources 
within the United States.” 

i This is the point at which Petitioner launches into his in¬ 
dependent searchings. He w’ould have the Court look to the 
broad language first appearing in the Section. The answer 
to his wrhole argument is that the statute itself defines the 
term “gross income from sources within the United 
States.” 

I Section 119 of the Revenue Acts1 defines “gross income 
from sources within the United States.” It provides: 

l Revenue Acts 1936 and 1938 (49 Stats. 1693; 52 Stats. 503). 
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“The following items of gross income shall be 
treated as income from sources within the United 
States: 

“(a) ***(4)*** royalties for the use of or for the 
privilege of using in the United States patents, copy 
rights, secret processes and formulas * * 

i “(6) For gains, profits, and income from the sale 
of personal property, see subsection (e). 
• *#***••• 

“(e) * * * Gains, profits and income derived from 
the purchase of personal property within and its 
sale without the United States or from the purchase 
of personal property without and its sale within the 
United States, shall be treated as derived entirely 
from sources within the country in which sold, * * *.” 

i These provisions of the statute itself set at rest the ques¬ 
tions so laboriously evolved by Petitioner. In the first 
place, the statute treats not only “royalties” but “sales of 
personal property”, thus recognizing both types of tran¬ 
saction and prescribing treatment for each. We are not 
left to guess, or to construe, as Petitioner would have us be¬ 
lieve, the broad general language of the opening clauses 

! of Section 143. Section 119 defines those generalities. 
In the next place, this section of the statute makes clear 

I what is meant by “royalties”. It does not use the word 
and leave it for interpretation. It says “royalties for the 
use of or for the privilege of using” patents and secret 
processes. The “royalties” subject to the tax withholding 

i provisions are only such royalties as are for “the use of” 
the patents. It is immaterial to this case whether there are 
or are not other types of payment “commonly referred to 
as royalties” (Pet. Brief, p. 13). The only royalties cov¬ 
ered by the statute are those paid for the use of the pat¬ 
ents, and the statute does not cover payments, even though 
they be “commonly referred to as royalties”, made as the 
purchase price for the patents or processes themselves. 

Thus it is clear from the statute that Congress made one 
rule for payments made for the use of patents and another 
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rule for payments of the purchase price upon a sale of the 
patents. All the Division B of Petitioner’s Brief is merely 
an attempt to escape these plain provisions of the statute. 

We have already pointed to the Treasury Regulations 
which unconditionally exclude from the taxable income of a 
non-resident alien not doing business in the United States, 
gains or profits from sales. 

We see no need for a detailed discussion of Petitioner’s 
argument, although almost every sentence is susceptible to 
refutation. He uses part only of the definition in Black’s 
Dictionary and makes no reference to the many other defini¬ 
tions in Webster, in Words and Phrases, and in many cases 
easily available. He quotes Zabel on “The Patent Royalty 
Contract”, but fails to state that, in the passage quoted, the 
learned author was instructing his reader in how to write 
a royalty contract and was mentioning the customary con¬ 
tents. He sets forth fragmentary excerpts from decisions 
which when read in their context do not support or re¬ 
motely suggest the general proposition for which they are 
cited, as for example Rude v. Westcott, 130 U. S. 152, and 
Green v. LeClair, 24 F. (2d) 74, both of which were cited 
in the Hopkins on case, supra, as standing for a quite dif¬ 
ferent principle. And so on through the Brief. 

There is no need for a detailed discussion of the cases 
cited by Petitioner, since he himself says that none of them, 
except the Sabatini case, supra, deals with the question at 
hand. He adds an additional apology for one, saying (p. 
19), “The facts are too dissimilar for the decision to be of 
any particular aid here, but the approach of the court to 
the problem • • • supports the view here advanced by the 
Government.” As to the Sabatini case he says that 
“While that case may be said to be distinguishable if we 
confine our inquiry to the technical issue of whether an as¬ 
signment or a license was made, the approach of the court 
lends support to the Government’s argument here.” We 
have already discussed the Sabatini case. Our inquiry 
here is “the technical issue of whether an assignment or a 
license was made.” The decision of the court rather than 
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its approach is of importance, although it should be pointed 
out that the “approach of the court” there consisted in 
applying the passage-of-title criterion which was also ap¬ 
plied by the Tax Court in this case. The decision rested upon 
the proposition that the payments there were for the use 
only of the copyrighted books for a specific limited pur¬ 
pose and were not for a transfer of title. 

CONCLUSION. 

It is respectfully submitted that the payments in ques¬ 
tion did not constitute taxable income to Henri Dreyfus 
from sources within the United States in the years 1937 
and 1938, and that the Respondent was under no duty to 
withhold or pay any taxes or to file withholding tax returns 
with respect to such payments. It is further submitted 
that the decision of the Tax Court of the United States 
should be sustained and affirmed. 

Respectfully submitted, 
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